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CHAPTER I 
INTRODUCTION 
Internal financing of farm capital formation in the United 
States has been replaced in recent years, to an unusually high 
degree by debt financing. (1) Sharp increases have been taking 
place both in farm production costs and in the expenditures for 
capital needed .bY farmers. During 1976 and 1977 a substantial 
drop took place in National farm incomes compared with the three 
previous years. (2) 
The monetary resources of South Dakota's agricultural lenders 
were strained in 1976 and 1977 by increased demand from the farm 
sector. The farm debt, in the state, more than doubled between 
1970 and 1978 with 'the sharpest increases occuring in the latter 
half of 1976 and in 1977. (3) The increased size of the average · 
farm, the increased price of land, higher priced operating inputs, 
more sophisticated machinery and equipment, fluctuating live-
stock and grain prices, and changing weather conditions are some 
of the factors that have affected and are continuing to affect 
the demand for agricultural credit. 
This study is concerned with the non-real estate credit 
lendi?g practices, policies and attitudes. It is important that 
farmers understand the lender's business philosophy to make better 
use of credit sources available to them. The difference between 
success and failure of a farm business can often be a t tributed 
to the quality of services provided by financial sources. 
Furthermore, lenders and government policyrnakers must become 
increasingly aware of the problems and issues that are presently 
affecting and are likely to affect their role in agricultural 
industry so each can best adapt to the changing credit needs of 
the farmers. 
DEVELOPMENT OF THE STUDY 
Objectives 
1. To describe the agricultural credit structure in South 
Dakota with special emphasis upon _the region of the state 
surveyed. 
2. To describe the influence of changing economic factors 
during 1976 and 1977 on the institutional nonreal estate 
agricultural credit structure in a selected agricultural 
region within the state of South Dakota. 
3. To determine the institutional agricultural lender's 
policies and attitudes regarding nonreal estate farm 
loans in a selected agricultural region within the 
state of South Dakota during 1977. 
4. To present an evaluation of the farm credit market from 
the viewpoint of a selected group of knowledgeable 
members of the community that are acquainted with 
agricultural credit. 
Procedures 
A brief description of South Dakota's climate, farm enter-
prises and farm income sources is presented~ The farm credit 
structure. in South Dakota is described. The agricultural nonreal 
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estate credit activity in five eastern South Dakota counties is 
examined in detail. The information for this study was obtained 
from interviews with participating lenders and members of the 
agricultural community whose main business is other than the 
provision of agricultural credit. 
Framework of the Study 
The institutional lenders of agricultural nonreal estate 
credit analyzed in this st~~y are the . commercial banks, the 
Production Credit Associations (P.C.A.'s), and the Farmers Home 
Administration (Fm.H.A.). A short description of their structure 
.is discussed. Merchants, dealers, and sellers of agricultural 
supplies and commodities are also involved with agricultural non-
real estate credit; however, they are not analyzed in this study. 
The thrust of this study concentrates on the 1976 and 1977 
time peri.od. However, there are two questions that refer to the 
1972 through 1977 time period and one question that refers to 
1975, 1976 and 1977. These exceptions were included to add depth 
to the analysis. 
This is a case study of five eastern South Dakota counties: 
Brookings, Codington, Deuel, Hamlin, and Moody. All five counties 
have extensive agricultural production. The counties chosen differ 
among themselves in terms of industrial, commercial and other 
non-farm activities. These non-farm aspects provided this study 
with banks of differing sizes and different types of loan 
emphasis. - (See Table 1-1.) 
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Table 1-1 
Non-Farm Aspects That Differentiate 
the Five Counties Surveyed 
County 
Brookings 
Coding ton 
Deuel 
Hamlin 
Moody 
Has Large 
Trade Center 
(pop. over 10,000) 
Yes 
Yes 
No 
No 
No 
Has Industrial 
Center 
Yes 
Yes 
No 
No 
No 
Two cities in the surveyed area had populations of over 
10,000. The city of Brookings in Brookings County had 13,717 
residents and Watertown, a city in Codington County had a popula-
tion of 13,388 in 1977. (4) The other towns in the study area 
had 2, 400 r -esidents or less. (5) 
The city of Brookings had a number of commercial and indus-
trial concerns and is the home of the largest university in South 
Dakota. A Coast to Coast warehouse that distributes merchandise 
to 520 retail stores in nine states and a 3-M medical products 
plant are the largest industrial employers. 
Watertown has a rubber items producer, the Quadee Rubber 
Company; a builder of mobile homes, the Chickasha Mobil e Home 
Corporation; a farm implement manufacturer, · the Koehn Company; 
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an assembler of electrical equipment, Midtex Inc.; and other 
smaller industrial companies. 
FARM 'CREDIT STRUCTURE IN SOUTH DAKOTA 
The farm debt can be divided into two parts: loans that 
are secured by mortgages on farm real estate and loans that are 
not so secured--nonreal estate debt. (6) Real estate mortgaged 
loans usually have a longer maturity than nonreal estate debt. 
Loans to farmers in South Dakota are extended by both institu-
tional and noninstitutional lenders. Individuals and miscellaneous 
lenders are noninstitutional sources of credit and are major sources 
for agricultural loans. Real estate loans are their predominant 
credit involvement. The noninstitutional lenders include owners-
sellers, friends, relatives, and other individuals who wish to 
invest. 
On January 1, 1977, nearly 30 percent of the $990.6 million 
of the total farm real estate loans in South Dakota came from 
noninstitutional lenders. (7) 
The largest institutional source of farm real estate funding 
was the Federal Land Bank. The Federal Land Bank is one of three 
agencies within the Cooperative Farm Credit System. It is a user 
owned lending institution and is not a government organization. 
On January 1, 1977, 37.1 percent of the South Dakota farm real 
estate debt was financed through the Federal Land Bank. (8) 
The ·Farmers Home Administration was the second largest source 
of agricultural real estate credit on January 1, 1977. (9) That 
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agency loaned 20.8 percent of the total real estate loans in 
South Dakota at that time. 
Real estate loans provide an investment opportunity for 
life insurance companies. Life insurance companies loaned 8.6 
percent of the real estate dept in South Dakota on January 1, 
1977 (10); however, their importance in the market fluctuates. 
Life insurance companies were the largest single institut-ional 
source of long-term real estate credit to the national farm sector 
in 1968. 
On January 1, 1977, · commercial banks provided 3.6 percent 
of the South Dakota farm real estate loan funding. (11) 
Farm Nonreal Estate Debt 
Nonreal estate debt is characterized by intermediate and 
short-term loans. Intermediate loans usually carry ·maturities 
of one to ten years and provide for such needs as machinery, 
livestock, and buildings. Short-term loans provide funds to cover 
operating expenses or production costs. This type of loan usually 
matures within a year or within the production cycle. (12) 
Intermediate loans are normally backed with collateral. 
Short-term loans may or may not demand collateral. The need for 
collateral depends upon the size of the loan, the farmer's credit 
rating and how well the lender knows and respects the borrower's 
farming capabilities. 
Commercial banks, Production Credit Associations, and the 
Farmers Home Administration are the major providers of nonreal 
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estate farm loans in South Dakota. The lenders market shares 
and volumes are presented in Table 1-2 and 1-3. 
Commercial Banks 
"The major functions of. banks are to serve as depositories 
of funds and through loan and investment activities ~o . pro­
vide resources for businesses, governments, and consumers." (13) 
In 1978 there were 157 commercial banks providing services in 
South Dakota. Of these, 125 ·had state charters and 32 had 
national charters. (14) -
The market share held by commercial banks demonstrates their 
importance as a loan source in South Dakota. Commercial banks 
accounted for 72.1 percent of the farm nonreal estate debt out-
standing in the state on January 1, 1977. (15) Commercial banks 
possess a lesser percentage of the real estate credit market; 
however, the 3~6 percent of the market possessed on January 1, 
1977 ranks them quite high as a provider of real estate credit. (16) 
Provided an applicant fulfills the individual bank's minimum 
requirements for a loan, commercial banks are allowed to make 
loans to anyone. There are, however, two restrictions t hat limit 
the amount of money a South Dakota banker can loan. 
One restriction is the "reserve requirement" that must be 
maintained by every member bank of the Federal Reserve system, 
The "reserve requirement" is fulfilled by depositing a specified 
percentage of both demand and time deposit liabilities with a 
Federal Reserve Bank. (17) State laws and regulations establish 
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January 1, 
1976 
1977 
1978 
Table 1-2 
Percent of Nonreal Estate Loans Held by 
Institutional Lenders in South Dakota 
on January 1, 1976-1978 
Production Credit Commercial 
Association Banks 
18.8 72.3 
18.0 72.1 
15.3 ~ 60.8 
Farmers Home 
Administration 
8.9 
9.9 
23.9 
Source: Agricultural Debt Statistics, unpublished data. 
January 1, 
1976 
1977 
1978 
Table 1-3 
Amounts of Nonreal Estate Loans Held by 
Institutional Lenders in South Dakota 
on January 1, 1976-1978 
Production Credit Conunercial 
Association Banks 
(Thousands of Dollars) 
171,050 656,963 
178,440 716,747 
199,552 792,695 
Farmers Home 
Administration 
81,077 
98,402 
312,131 
Source: Agricultural Debt Statistics, unpublished data • 
. • 
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reserve requirements £or those banks that are not members of the 
Federal Reserve system. (18) 
The other restriction limits the amount of money that a 
bank may loan to a single borrower. This restriction is becoming 
increasingly important as the farm units tend to become larger 
and the loan needs of the individual become greater. A state 
bank in South Dakota is not allowed to loan over 20 percent of 
its capital and surplus to . ~ny single individual, partnership or 
corporation. (19) A national bank is limited to lending 10 percent 
of its capital surplus and undivided profits to any single bar~ 
rower. (20) 
Production Credit Associations 
The Cooperative Farm Credit System is composed of three 
banking agencies: Bank for Cooperatives, Federal Intermediate 
Credit Banks, and the Federal Land Banks. In this study the 
activities of the Federal Land Banks and the Banks for Coopera-
tives will not be discussed in any detail. The Federal Intermediate 
Credit Banks (F.I.C.B. 's) provide nonreal estate farm credit and 
will be discussed more thoroughly. 
The Federal Intermediate Credit Banks indirectly provide 
nonreal estate agricultural credit by discounting loanable funds 
to the Production Credit Associations. It also is permitted to 
discount to commercial banks and other financial institutions; 
however, this is a minor portion of the F.I.C.B.'s activities. 
9 
In the United States, there are" ••• 12 district Federal 
Intermediate Credit Banks and more than 400 Production Credit 
Associations (P.C.A.'s) serving borrowers through some 1600 
full-time offices." (21) In effect, the P.C.A.'s are major 
retail outlets for credit available at wholesale from the 
F.I.C.B. 's • . (22) 
The state of South Dakota is serviced by the Omaha district 
F.I.C.B •• The nine P.C.A.~s .and thirteen branch offices provided 
18.0 percent of the institutional nonreal estate farm loans to 
South Dakota farmers on January 1, 1977. (23) Two of these offices 
service the five county area surveyed. 
The P.C.A.'s lend funds to agricultural borrowers for items 
both directly or indirectly involved in the operation of a farm. 
This includes funds to satisfy the family living expenses of the 
farmer as well as production expenses. 
The size of the loan is based on the amount of funds needed 
and the collateral available. The maximum loan size to an individ-
ual is not restricted; however, "large loans must receive F.I.C.B. 
or Farm Credit Administration approval from the Washington, D.C. 
office." (24) It is necessary that the funds are used profitably 
and there exists the required amount of dependable income from 
the operation for which the loan is made. 
The interest rate charged for farm loans by P.C.A.'s fluctu-
ates more widely than rates charged by commercial banks in South 
Dakota. The P.C.A.'s interest rates are influenced by the cost 
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of the money to the Federal Intermediate Credit Bank, the cost 
of operating the credit system, plus the amounts needed to build 
adequate surplus accounts and reserves for losses. (25) 
Farmers Home Administration 
The Farmers Home Administration (Fm.H.A.) was established 
in 1946. The Farm Security Administration had been abolished 
and the newly established Fm.H.A. assumed some of its lending 
functions. The Fm.H.A. operates within the U.S. Department of 
Agriculture and is a government lending agency. (26) 
The Fm.H.A. has two main objectives: 
1. "To provide supervised credit to farmers unable to obtain 
adequate credit from commercial lenders at reasonable 
rates and terms." (27) 
2. "To improve rural communities and enhance rural develop-
ment." (28) 
The first objective is accomplished through three types of 
credit programs: farm operating, farm ownership and emergency 
credit programs. (29) The farm operating loans are the primary 
concern of this study. The emergency loan program will be pre-
sented as it affects the operating loan program. The farm owner-
ship loan program is not discussed. 
"Operating loans are made to eligible operators of 
farms, not larger than family farms, to assist in making 
improved use of land and labor resources and making ad-
justments necessary for successful farming. Funds may be · 
advanced to pay for equipment, livestock, feed, seed, 
fertilizer, or other farm and home operating needs; to 
refinance chattel debts; to provide operating credit to 
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fish farmers; to carry out forestry purposes; and, to 
develop income-producing recreational enterprises. 
Each loan is scheduled for repayment in accordance 
with the borrower's ability to repay, over a period not 
exceeding seven years. The interest rate is adjusted from 
time to time based on the cost of money to the U.S. 
Treasury." (30) 
"Emergency loans are made to eligible ~armers in 
counties officially declared disaster areas. Such disasters 
can cause a temporary need for credit not available from 
other sources. Loans may be made for the purchase of 
feed, seed, fertilizer, replacement equipment, and live-
stock, and for other items needed to restore normal 
operations. 
Emergency loans also may be made outside designated 
areas to farmers who have been affected by a disaster 
limited to only one or a few farms. Loans are made at an 
interest rate of 5 percent with maturities of up to five 
years." (31) 
FARMING CONDITIONS IN SOUTH DAKOTA 
South Dakota was once a part of the great grassland that 
extended between the eastern and western forest regions of the 
country. The Black Hills region in western South Dakota differs 
in that it developed as a humid timber producing area. (32) 
The Hissouri River, located near the center of the state, 
separates the state into the West River country and the East 
River country. The West River region is semiarid and is suited 
for ranch production enterprises. The East River area has a 
subhumid climate which lends itself to more intensive crop 
production. 
The state experiences a climate that is described as being 
relatively "extremeo" The summers are hot and the winters are 
very cold. Rapid fluctuations of temperature are common to the 
12 
area. The average number of days without a killing frost varies 
throughout the state: 110 to 130 days in the Black Hills region, 
130 days in the north, and 160 days in the southeastern portion 
of the state. (33) 
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The average annual precipitation for the state is approximately 
18 inches. Growing season precipitation has an annual average 
near 14 inches. Growing season precipitation was below average 
in 1973, 1974, 1975 and 197~. . Drought conditions existed in 
parts of the state in 197-4, 1975, and 1976. The year of 1976 
was the driest since the 1930's. (34) 
Many South Dakotans believe irrigation is a tool that can 
assist them in overcoming the moisture problems of the climate. 
There are presently three irrigation projects in the extreme 
west part of South Dakota and one project in the northwest area 
of the state. The Missouri River is a source of water for irriga-
tion in the central part of the state and the use of well water 
for irrigation is growing in many parts of South Dakota. (35) 
In South Dakota, weather is an important and unpredictable 
factor influencing agriculture. A large percentage of South 
Dakota experienced three years of below average growing season 
precipitation prior to 1977. In 1977, both rainfall and agri-
cultural production increased; however, · the relationship between 
prices paid by farmers and the prices received by farmers worsened. 
The parity ratio decreased from 76 in 1975 to 71 in 1976, and 
to 67 in 1277. (36) 
356311 
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Farm income in South Dakota comes mainly from three sources: 
the sale of livestock (and livestock products), the sale of crops, 
and government payments. 
Livestock and livestock products are the major source of -· 
income and have provided " ••• - more than half of the cash receipts 
from farm marketings since 1924 (the earliest year for which 
records are available)." (37) Prices received nationally for 
"all types of livestock" in~:r;eased during the period of November 
15, 1975 to November 15, - 1976 and decreased between November 15 
of 1976 and 1977. The price indexes for livestock were as follows: 
1975 = 172, 1976 = 177, and 1977 = 175 (1967 = 100). (38) 
Cash receipts from the sale of livestock products increased 
from the previous year in 1976 and 1977. The cash receipts in 
1975 were $1.33 billion. (39) In 1976 they were $1.42 billion, 
and in 1977, receipts increased to $1.47 billion. (40) In 1976, 
inventory reductions encouraged by drought conditions partially 
accounted for the increased cash receipts. 
Crops are the second major source of South Dakota farm income. 
With the exception of three years, wheat has been South Dakota's 
main income crop since 1950. In 1954, 1956, and 1964 corn exceeded 
wheat in cash receipts. (41) 
The average price received for wheat in South Dakota on 
November 15, 1975 was $3.94 a bushel. (42) One year l a ter the 
average price received for wheat had decreased to $2.65 per bushel 
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and by November 15, 1977 the price had declined to $2.47 a 
bushel. (43) 
South Dakota corn brought an average price of $2.29 on November 
15, 1977. (44) On November 15, 1976; the average price received 
for corn was $2.19, and by November 15, 1977, corn had decreased 
in average price to $1.74. (45) 
Cash receipts from "all crops" declined from the previous 
year in 1976 but increased in 1977. In 1975, cash receipts from 
all crops amounted to $.538 million. (46) Cash receipts in 
1976 were less at $342 million·; however, they increased in 1977 
t~ $493 million. (47) Production reductions caused by drought 
conditions account for some of the decrease in 1976 cash receipts. 
Government payments are the third source of income. The 
importance of this income source varies from year to year. Its 
importance is contingent upon the product prices, the weather 
conditions, the active government programs, and the economic 
conditions of the nation. .In 1972; government payments to South 
Dakota farmers peaked at $111.5 million. The years of 1973, 
1974, and 1975 brought reductions in government payments . In 
1976, the government payments increased to $88.1 million. (48) 
The payments increased to $94.9 million in 1977. (49) 
The region in which this study was conducted is located in 
the east central part of South Dakota and is in the northwest 
corner of the great American corn belt. Areas west of this region 
are genera!ly drier and not suitable for corn production. The 
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normal growing season of areas north of this region are not 
adequate for extensive corn production. The region's soils are 
fertile; however, greater fertility and more abundant rains 
characterize the area to the south and southeast. 
In 1974, the last year for which regional livestock cash 
receipt data was available, the cash receipts from the marketing 
of livestock for the five c.ounties was $109.0 million. The 
counties' cash receipts from .the sale of crops were $78.7 million 
dollars in that same year. (50) 
SIMILAR STUDIES 
Studies of agricultural credit conditions are continuously 
being conducted throughout the United States. These studies 
are undertaken by universities, the Federal Reserve ·System, the 
U.S. Department of Agriculture (U.S.D.A.), various commercial 
lending institutions and other groups and agencies interested 
in agricultural credit. A brief summary of findings considered 
relevant to this regional study of the agricultural nonreal 
estate credit market are presented in this section. 
Bank Survey 
The Northwestern National Bank of Minneapolis mailed a survey, 
in early 1977, to its correspondent banks in Minnesota, North 
Dakota, South Dakota, Montana and western Wisconsin. The survey 
requested information and opinions from the bankers on conditions 
affecting agriculture and agricultural credit conditions. 
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It was found that South Dakota bankers were the least 
optimistic about their regional economic situation. Relative to 
one year earlier, 90.2 percent stated farm income was lower, 
46.3 percent said retail sales were lower and 95.1 percent said 
machinery sales had decreased. 
Moisture conditions were considered critically poor by 80.5 
percent of the bankers; 89 percent thought crop conditions were 
worse than normal; 86.6 per~~nt said cattle feeders had decreased 
their herd size and 68.3 percent stated the farmers were holding 
less grain than in the previous year. 
The average lending rate charged good customers in South 
Dakota was 8.97 percent. It appeared all types of loans were 
included in determining that average rate. Repayment of loans 
was said to have been slower than in the previous year by 46.3 
percent of the bankers surveyed. (51) 
U.S.D.A. Survey 
In mid-March of 1977, the u.s. Department of Agriculture 
conducted a farm credit survey of bankers affected by drought and . 
low prices for cattle and wheat. The affected area inc luded nine 
central states: North Dakota, South Dakota, Minnesota, Montana, 
Colorado, Kansas, Oklahoma, Nebraska, and Texas. The survey 
reported that 39 percent of the farmers in South Dakota were 
having financial difficulty. It described the state as experiencing 
severe financial stress. Assuming stable commodity prices, the 
study indicated that 32 percent of the farmers in South Dakota 
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would have to refinance their debt or sell some of their assets 
in 1977. In addition, it indicated that 1,200 farmers or 6 percent 
of ·the state's farmers were not going to be refinanced in that 
year. The major reasons for the farmers' financial difficulty 
were stated to be cash flow and equity problems. (52) 
Federal Reserve Bank Survey 
Five Federal Reserve Banks; Richmond, Chicago, Minneapolis, 
Kansas City and Dallas, cir~u~ate spec~al quarterly surveys to 
selected banks in their reserve districts to determine the agricul-
tural credit conditions and bankers lending experiences. The 
surveys indicated the major loan repayment difficulties in the 
past two years were concentrated in the Minneapolis and Kansas 
City districts (see Table 1-4). (53) In addition, the survey 
indicated the Minneapolis and Kansas City districts had the 
highest percentage of banks reporting increased demand for farm 
loan renewals or extensions (see Table 1-5). (54) South Dakota 
is in the Minneapolis Federal Reserve District. 
Federal Intermediate Credit Bank Report 
In the January, 1978 issue of The Forum, a publication printed 
by the Federal Intermediate Credit Bank of Omaha for the Production 
Credit System, an article was printed entitled "Many Banks See 
Loan/Deposit Ratios Climb." The Omaha Federal Intermediate Credit 
Bank serves a fourstate area: Iowa, Nebraska, South Dakota and 
Wyoming. The article states the loan to deposit ratios of banks 
in these states in general moved steadily upward in 1976 and 1977. 
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Table 1-4 
Percentage of Banks . Reporting A Slower 
Rate of Farm Loan Repayments in 1977 
Relative to 1976 
Federal Reserve Districts 
Date 5 7 9 10 11 
of ' . 
Survey Richmond Chicago Mpls. Kansas City Dallas 
1976 
January 21 21 31 34 28 
April 20 18 42 31 21 
1977 
January 24 28 75 68 28 
April 6 30 75 64 26 
Source: Agricultural Credit Conditions at Banks in the Great Plains 
Date 
of 
Survey 
1976 
January 
April 
1977 
January 
April 
Table 1-5 
Percentage of Banks Reporting Greater Demand 
for Farm Loan Renewals or Extensions 
Federal Reserve Districts 
5 7 9 10 
Richmond Chicago Mpls. Kansas City 
27 23 -38 31 
20 26 42 38 
29 34 69 66 
11 34 64 66 
Source: Agricultural Credit Conditions at Banks in the Great 
20 
11 
Dallas 
34 
27 
33 
35 
Plains 
The article explained that unlike the P.C.A.'s, banks obtain 
most of the funds for loans through their checking and savings 
account deposits. It added that a bank's loan to deposit ratio is 
determined by the relative money volumes in each of the banking as-· 
pects. It was claimed that in most cases" ••• when a bank's loan 
to deposit ratio is approaching what the institution considers the 
upper limit acceptable, it becomes less flexible in serving customer 
needs." 
The cause for the increasing the loan to deposit .ratio was not 
attributable to a single factor; however, people termed "close to 
the. situation" thought it was closely tied to the affected area's 
agricultural economic picture. Slowed loan repayment, increased 
refinancing, low commodity prices, recent drought conditions and 
increasing production costs were factors mentioned by these 
observers as contributing to the rising ratios. (55) 
A Missouri Study 
"Farm Lending Practices and Services Provided for Missouri 
Farmers by Selected Credit Sources," by David L. Heisterberg and 
James B. Kliebenstein, was concerned with the ease and diff iculty 
of beginning farmers in obtaining agricultural credit in central 
Missouri. In the study it was found that commercial banks generally 
preferred not to loan funds to persons with low equity; however, 
a few bankers were planning to service the operating credit needs 
of these individuals. Other interesting points obtained from the 
study are p~esented in the following text. 
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In the survey, bank respondents were asked to identify 
factors they considered necessary in making beginning farmer loan 
application analysis. The agricultural nonreal estate loan types 
considered were machinery, livestock and operating loans. For all 
three types of loans, collateral was most often stated as a necessary ·-
criterion for making loans to beginning farmers. Also, more than 
75 percent of the bankers listed projected repayment capability 
as being necessary and appro~imately 60 percent indicated that balance 
sheet data was necessary for making loans to beginning farmers. 
The study also stated that 38 percent of the bankers surveyed 
provided management consultation, 5 percent provided record-keeping 
services and 5 percent . offered tax management assistance. It was 
found that none of the bankers provided record analysis, cash flow 
projections, annual budgeting or on-farm counseling~ The. authors 
of the study described the services in the area as "limited." 
The responding bankers were asked to list the more important 
problems encountered in agricultural lending. The most mentioned 
problems were unstable markets for farm products, lack of knowledge 
in and planning of cash flows, prices of farm supplies and un-
predictable weather conditions. 
The surveyed bankers planned loan volume expansion from 1975 
to 1980 was an annual average rate of 15 percent. That was less 
than the projected expansion of agricultural credit needs for the 
central Hissouri area. The authors of the study concluded that in 
the future r-ural banks in that area and possibly surrounding areas 
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may lend a relatively smaller share of agricultural credit. 
(56) 
Additional Information 
A summary of a quarterly study conducted by the Federal 
Reserve Bank of Minneapolis is presented in the co~clusions. Comments 
about the relationship between other studies and the impact of the 
1977 economic conditions in a subregion of South Dakota are also 
analyzed in that chapter. 
CHAPTER II 
Sill~Y OF LENDERS' RESPONSES 
· This chapter summarizes the results of the agricultural 
nonreal estate lending interviews conducted with commercial 
banks, P.C.A.'s and Fm.H.A. 'sin five eastern Sout~ Dakota 
Counties. The influences between 1976 and 1977 on lenders' 
policies and attitudes are discus?ed. The lenders were inter-
viewed between February 2 an~ . ~arch 21 of 1978. 
Twenty banks in the five county area were surveyed. Branch 
banks located in the same town as the main bank were not surveyed. 
Branch banks located in separate towns were surveyed. 
The results for the commercial banks .were subdivided into 
larger banks and smaller banks. Six banks were classified as 
larger. The six banks ranked the highest in volume of deposits 
and volume of loans and discounts. A natural break between the 
larger and smaller banks existed. The smallest of the larger 
banks had a loan and discount volume double that of the largest 
of the smaller banks. The larger banks were located in Brookings, 
Watertown, Clear Lake, and Flandreau. Fourteen banks were 
classified as smaller banks. 
Four of the five counties had full time Fm.H.A. offices: 
Brookings, Codington, Deuel and Moody. Hamlin county is served 
by the Codington county Fm.H.A. office. The Moody county repre-
sentative was surveyed but was not interviewed . He had been 
assigned to - the office shortly before the survey was undertaken 
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and lacked the information necessary for the completion of the 
interview. Consequently, the Fm.H.A. survey results are based 
on interviews with t 'hree loan representatives or a response 
rate of 75 percent. 
Two P.C.A.'s served the area studied and both .granted inter-
views. The Sioux Falls P.C.A., and it's branch office in Madison, 
served the Moody county farm community. The Northeast South 
Dakota P.C.A. provided credit , to the other four counties in the 
study. Its main office was located in Watertown and its branch 
office was in Milbank. 
Data Collection Methods 
Personal interviews were conducted with twenty banks, three 
Fm.H.A. 'sand two P.C.A.'s between February 2 and March 21 of 1978. 
There were twenty-five questions with multiple responses 
requested for many of them. Some questions required specific 
measurement, some relative measurement and others were asked in 
a manner that did not allow quantification (see Appendix I). 
Small samples in each lending classification result in 
individual responses greatly influencing the average response 
and the standard deviation of responses. Frequency distribution 
tables were included in the tables that were determined to require 
additional readers' information. Weighted average responses 
were calculated for banks and included in the "A" series t ables. 
Weightings were determined for each bank based on its share of 
the total loan and discount volume within the lending classification. 
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WHAT TYPES OF LOANS WOULD YOU LIKE TO SEE EXPANDED BY YOUR 
LENDING INSTITUTION? 
Fourteen bankers, three Fm.H.A. representatives and two 
P.C.A. loan officers expressed areas in which they desired loan 
expansion (see Table 2-1). Also shown in the same table are 
the differences in the larger and smaller bank's responses. 
In addition, two larger and two smaller bank representatives 
stated they were unable to further expand in .any credit area 
at the time of the survey. One larger and one smaller bank 
loan officer indicated they had no loan type preference concerning 
expansion. 
PLEASE RANK THESE CATEGORIES IN ORDER OF IMPORTANCE. 
The ranking for the commercial banks is presented in Table 
2-2 and the rankings for the Fm.H.A.'s and P.C.A. 's are shown 
in Table 2-3. In addition, the rankings for the larger and smaller 
bank classifications follow in Table 2-4. These rankings reflect 
the relative position of each loan category according to the dollar 
volume proportion of the lender's total loan portfolio. 
WOULD YOUR POLICY BE TO RESTRICT AGRICULTURAL NONREAL ES TATE CREDIT 
MORE, EQUAL, OR LESS THAN Trill OTHER LOAN CATEGORIES? 
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The lenders (by category) stated they would restrict agricultural 
nonreal estate credit: 
Types of Loans 
Industrial and Commercial 
Installment and Personal 
Agricultural Nonreal Estate 
Agricultural Real Estate 
Non-Farm Real Estate 
SOURCE: Questionnaire 
Table 2-1 
Types of Loans Lenders 
Wanted Expanded 
Number Giving Response and Percent of Total Response 
All . Banks Fm.H.A.'s P.C.A.'s Larger Banks Smaller Banks 
8 I 57% 1 I 33% Not Applicable . 2 I 67% 6 I 55% 
11 I 79% 1 I 33% o I 0% 2 I 67% 9 I 82% 
11 I 79~~ 2 I 67% 2 1100% 2 I 67% 9 I 82% 
o I 0% 2 I 67% o I 0% o I 0% " o I 0% 
4 I 29% 3 1100% Not Applicable 1 I 33% 3 I 27% 
N 
'-J 
Table 2-2 
Loan Categories Ranked in Relative Order of 
Importance by Commercial Banks 
The Number of Bankers 
Giving Each ResEonse 
Order of Average 
Types of Loans Importance Response (1_2___{2) (3) {42 (5) 
Industrial and Commercial 3 3.17 0 5 7 !' 4 2 
I " ,. 
Installment and Personal 2 2.40 2 10 7 0 1 
Agricultural Nonreal Estate 1 1.15 17 3 0 0 0 
Agricultural Real Estate 5 4.18 1 1 1 5 9 
Non-Farm Real Estate 4 3.61 0 2 5 9 2 
Source: Questionnaire 
Number - Standard 
Responding Deviation · 
18 .98 
20 .88 
20 .37 
17 1.18 
18 .85 
N 
00 
Table 2-3 
Loan Categories Ranked in Relative Order of 
Importance, February 1978 
The Number of Loan Officers 
Giving Each Response 
Order of Average Number : l Standard 
Types of Loans Importance Response (1) (2) (3) (4) (5) Responding Deviation 
Fm.H.A. 
Agricultural Nonreal Estate 2 2.33 0 2 1 0 0 3 .58 
Installment and Personal 5 5.00 0 0 0 ·, 0 2 2 .00 
Industrial and Commercial 4 4.00 - 0 0 0 3 0 3 .00 
Agricultural Real Estate 1 1.00 3 0 0 0 0 3 .00 
Non-Farm Real Estate 3 2.67 0 1 2 0 0 3 .58 
P. C.A •. 
Agricultural Nonreal Estate 1 1.00 2 0 0 0 0 2 .oo 
Installment and Personal (1) 2 2.00 0 1 0 0 0 1 .00 
Industrial and Commercial (2) 
Non-Farm Real Estate (2) 
Agricultural Real Estate (1) 2 2.00 0 1 0 0 0 1 .00 
Source: Questionnaire 
N 
1..0 
Table 2-4 
Loan Categories Ranked in Relative Order of 
Importance by the Larger and 
Smaller Banks 
The Number of Banks 
Giving Ind. ResEonses 
Order of Average 
Types of Loans Importance Response (1) (2) (3) (4) (5) 
I 
~· 
Larger Banks 
·-
Agricultural Nonreal Estate 1 1.33 4 2 0 0 0 
Installment and Personal 2 2.33 1 2 3 0 0 
Industrial and Commercial 3 3.00 0 2 2 2 0 
Agricultural Real Estate 4 3.80 1 0 0 2 2 
Non-Farm Real Estate 5 3.83 0 1 1 2 . 2 
Smaller Banks 
Agricultural Nonreal Estate 1 1.07 13 1 0 0 0 
Installment and Personal 2 2.43 1 8 4 0 1 
Industrial and Commercial 3 3.25 0 3 5 2 2 
Non-Farm Real Estate 4 3.50 0 1 4 7 0 
Agricultural Real Estate 5 4.33 0 1 1 3 7 
Source: Questionnaire 
Number -
Responding 
6" 
6 
6 
5 
6 
14 
14 
12 
12 
12 
Standard 
Deviation 
.52 
.82 
.89 
1.64 
1.17 
.27 
.94 
1.06 
.67 
.98 
w 
0 
Commercial Banks (19 responding) 
More Equal Less 
3 4 12 than (to) Industrial and Commercial 
1 6 12 than (to) Installment and Personal 
0 1 18 than (to) Agricultural Real Estate 
0 5 14 than (to) Non-Farm Real Estate 
Farmers Home Administration (3 responding) 
More Egual Less 
' . 
1 0 2 than (to) Industrial and Commercial 
0 0 2 than (to) Installment and Personal 
2 0 1 than (to) Agricultural Real Estate 
1 1 1 than (to) Non-Farm Real Estate 
Production Credit Association (2 responding) 
Very nearly all loans the P.C.A. 's make are restricted to 
short-term loans in agricultural credit areas. 
AGRICULTURAL NONREAL ESTATE LOANS ACCOUNT FOR WHAT PERCENTAGE OF . 
YOUR TOTAL LOAN PORTFOLIO? 
The commercial bankers indicated that agricultural nonreal 
estate loans accounted for 53.65 percent of their total loan port-
folio (standard deviation= 19.59). The highest response was 85 
percent and the lowest response was 19 percent. Twenty bankers 
responded to the question. The results for the other lenders and 
the larger and smaller bank classifications follow in Table 2-5. 
The bankers' average response weighted by loan and discount volume 
follows in Table 2-5A. 
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Lending 
Agency 
Fm.H.A. 
P.C.A. 
Larger 
Table 2-5 
Agricultural Nonreal-Estate Loans' Proportion 
of Lenders' Total Loan Portfolio in 1977 
Responses .in Percent 
Number. Average Response 
Responding~ Response Highest-Lowest 
3 18.33 25.0 - 10.0 
2 100.00(1) 100.0 - 99.+(1) 
Banks 6 39.00 68.0 - 19.0 
Smaller ·Banks 14 59.93 85.0 23.0 
Source: Questionnaire 
Standard 
Deviation 
7.64 
(1) 
20.44 
16.08 
(1) The P.C.A. made real estate collateral loans equaling less than 
1 percent of its total loan portfolio. The standard deviation 
of the responses was less than .71. 
32 
Table ·2-5A 
Agricultural Nonreal-Estate Loans Proportion 
of Lenders' Total Loan Portfolio 
Lending Agency 
All Banks 
Larger Banks 
Smaller Banks 
Number of 
Independent Banks 
Respo?ding 
17 
5 
12 
Source: Questionnaire 
Nonreal-Estate Loan Volume 
As A Percent of the Total 
Volume of Loans & Discounts 
42.34 
38.14 
56.00 
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vffiAT IS THE MAXIMrn1 PERCENTAGE OF YOUR TOTAL LOAN PORTFOLIO YOU 
WOULD ALLOW FOR THE AGRICULTURAL NONREAL ESTATE SECTOR AT THIS TIME? 
· For the commercial bankers, the maximum percentage of their 
total loan portfolio that would have been made available for agricul-
tural nonreal estate loans averaged 65.60 percent (standard devia-
tion = 19.50). The highest response was 90.0 percent and the lowest 
response was 30.0 percent. The average was based on the responses 
of 10 banks. The remaining lO .banks indicated there existed no 
limitation of this type in- their lending policy or practice. 
Neither the Fm.H.A. nor the P.C.A. had a policy that limited the 
agricultural nonreal estate proportion of their loan portfolio. 
The responses for the separate bank classifications are summarized 
in Table 2-6. 
Eight independently operated banks responded to the question. 
The weighted average responses follow in Table 2-6A. 
Table 2-6 
Maxi~um Proportion of Lenders Total Loan Portfolio 
Allowed the Agricultural Nonreal Estate Sector 
Responses in Percent 
Bank Number Average Responses Standard 
Classification Responding Response Highest-Lowest Deviation 
Larger Banks 2 45.00 60.0 - 30.0 21.21 
Smaller Banks 8 70.75 90.0 - 40.0 16.52 
Source: Questionnaire 
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Table 2-6A 
Maximum Proportion of Lenders Total Loan Portfolio 
Allowed the Agricultural Nonreal Estate Sector 
Bank Classification 
Larger Banks 
Smaller Banks 
Source: Questionnaire 
. , Number 
Responding 
1 
7 
Weighted 
Average Response 
60.0 
64.3 
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WHAT WAS THE APPROXIMATE PROPORTION OF YOUR AGRICULTURAL NONREAL 
ESTATE FUNDS LOANED FOR EACH PURPOSE IN 1976 AND 1977? 
· Twelve bankers ~esponded to the question. Two loan officers 
from both the Fm.H.A. and the P.C.A. gave responses. 
The larger and smaller bank separations of da~a follow in 
Table 2-7. Seven of the smaller and five of the larger banks res-
ponded to the question. 
~niAT WAS THE DIRECTION OF CHANGE FOR EACH OF THE LISTED CATEGORIES 
IN YOUR TRADE AREA BETWEEN -1972 AND 1977? 
The lenders were presented three categories: irrigated acres, 
cash grain farming acres and livestock production. The trade area 
was defined as the region in which the lenders provided agricultural 
nonreal estate credit. The results from each lending group follow: 
Increased 
Commercial Banks (19 responded) 
Irrigated Acres 
Cash Grain Farming Acres 
Livestock Production 
Fm.H.A.'s (3 responded) 
Irrigated Acres 
Cash Grain Farming Acres 
Livestock Production 
P.C.A.'s (2 responded) 
Irrigated Acres 
Cash Grain Farming Acres 
Livestock Production 
15 
10 
3 
3 
3 
0 
2 
2 
0 
Constant 
4 
3 
6 
0 
0 
0 
0 
0 
.o 
Decreased 
0 
6 
10 
0 
0 
3 
0 
0 
2 
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Table 2-7 
Approximate Proportion of Agricultural Nonreal Estate 
Funds Loaned by Purpose for 1976 and 1977 
1976 
Average Standard Response Average 
Res2onse Deviation Highest-Lowest Response 
Commercial Banks 
Operating Expenses 
(fuel, feed, rent, etc.) 33.75 22.77 8o.·o- 5.0 33.6 ]". 
Livestock 38.96 20.05 70.0-10.0 38.29 
Machinery 20.29 9.08 42.5-10.0 20.21 
Irrigation 2.38 3.20 10.0- 0.0 3.17 
Farmers Home Administrations 
Operating Expenses 37.50 17.68 50.0-25.0 45.00 
(fuel, feed, rent, etc.) 
Livestock 25.00 .oo 25.0-25.0 17.50 
Machinery 27.50 3.54 30.0-25.0 22·.50 
Irrigation .00 .oo o.o- o.o 2.50 
1977 
Standard Reaponse 
Deviation Highest-Lowest 
. 21.33 80.0- 5.0 
18.54 70.0-10.0 
8.81 42.5- 8.0 
4.30 15.0- 0.0 
7.07 50.0-40.0 
10.61 25.0-10.0 
3.54 25.0-20.0 
3.54 5.0- 0.0 
w 
-.....! . 
Table 2-7 (Continued) 
Approximate Proportion of Agricultural Nonreal Estate 
Funds Loaned by Purpose for 1976 and 1977 
1976 1977 
Average Standard Response Average Standard Response 
ResEonse Deviation Hishest-Lowest Response Deviation Highest-Lowest 
Production Credit Associations 
Operating Expenses 67.50 10.61 - 75.0-60.0 67.50 10.61 75:0-60.0 
Livestock 17.50 3~54 20.0-15.0 20.00 .oo 20.0-20.0 
Machinery 12.50 7.78 18.0- 7.0 10.50 9.19 17.0- 4.0 
Irrigation 2.50 .71 3.0- 2.0 2.00 1.41 - 3.0- 1.0 
Larger Banks (5 responded) 
Operating Expenses 41.00 19.80 70.0-18.0 37.8 16.86 60.0-20.0 
(fuel, feed, rent, etc.) 
Livestock 32.00 21.12 63.0-10.0 34.40 17.87 60.0-15 .o 
1-lachinery 18.20 7.66 25.0-10.0 18.0 6.67 25.0- 8.0 
Irrigation 2.60 2.30 5.0- 0.0 3.20 2.17 5.0- o.o 
Smaller Banks (7 responded) 
Operating Expenses 28.57 24.79 80.0- 5.0 30.71 24.90 80.0- 5.0 
(fuel, feed, rent, etc.) 
Livestock 43.93 19.25 70.0-10.0 41.07 19.89 70.0-10.0 
Machinery 21.79 10.28 42.5-10.0 21.79 10.28 42.5-10.0 
I r rigation 2.21 3.89 10.0- o.o 3.14 . 5.55 15.0- o.o 
w 
Source: Questionnaire 00 
I 
HOW DID THE DOLLAR VOLUME CHANGE IN AGRICULTURAL NONREAL ESTATE 
LOANS FOR THE PURPOSES OF CASH GRAIN FARMING, LIVESTOCK PRODUCTION 
AND -IRRIGATION INFLUENCE YOUR CREDIT POLICY? 
The bankers suggested tha.t their policy for cash grain farming 
and livestock production is to deal with the individual borrower. 
The decisions they make depend upon their expectations of the 
individual's operation, the market conditions and the general 
conditions affecting farming. · · 
One bank made an agricultural nonreal estate loan policy 
change for irrigation loans as a result of the change in dollar 
volume demanded. The bank developed a loan program that allows 
for a repayment period .of approximately 10 years. Prior to the 
new policy, irrigation equipment was considered a machinery loan 
and the repayment period was considerably shorter. 
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The other bankers stated that they had no irrigation loan policy. 
Most bankers noted that irrigation loans were large loans with 
long term repayment periods and their general agricultural nonreal 
estate policy did not allow for loans of that type. 
The P.C.A.'s interviewed had not changed their policie s 
toward livestock production during the 6 year period. One did 
say however, that he no longer encouraged his customers to raise 
· feeder cattle to the grain fattening stage. 
One representative said his association was demanding more 
equity for irrigation and cash grain farming loans. He stated 
that this action had been taken because of the recent poor grain 
prices. The other P.C.A. lender said his association was restricting 
capital loans for items like machinery to better the farmer's 
ability to recover from the drought and low commodity prices. 
Two Frn.H.A. representatives said that they had become more 
selective in granting livestock production loans. rhey mentioned 
that only the stronger and better producers have realized profits 
in the cost-price squeeze of ~ecent years. 
The same two representatives noted that they had become more 
conservative in granting cash grain farming loans. One was looking 
only to the stronger more viable farming operations. The other 
was · concerned about high machinery investment operations that are 
typified by this type of farm practice. The concern was not 
caused by the depreciation of capital, but had resulted from the 
high interest bills that the investment generated. 
Agricultural nonreal estate loans were made by two Fm.H.A.'s 
for irrigation. One stated his policy had become somewhat more '. 
liberal in providing annual operating expense type credit during 
that time period. 
WHAT WAS THE PERCENT CHANGE IN YOUR DOLLAR VOLUME OF AGRICULTURAL 
NONREAL ESTATE LOANS BETWEEN 1972 AND 1977? 
The average response of each lending institution follows 
in Table 2-8. The weighted average responses of the bank repre-
sentatives are summarized in Table 2-8A. 
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Table 2-8 
Percent Change Lenders .Dollar Volume of Agricultural 
Nonreal Estate Loans Between 1972 and 1977 
ResEonses in 
Type of Number Average Response 
Lender Responded Response Highest-Lowest 
Banks 17 + 79.06 360.0- 0.0 
Frn.H.A.'s 3 + 30.00 35.0-25.0 
P.C.A.'s 2 + 61.50 85.0-38.0 
Larger Banks 6 +135.00 360.0-50.0 
Smaller Banks 11 + 48.54 225.0- o.o 
Source: Questionnaire 
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Percent 
Standard 
Deviation 
93.88 
5.00 
33.23 
116.40 
66.52 
Table 2-8A 
Percent Change Lenders Dollar Volume of Agricultural 
Nonreal Estate Loans Between · l972 and 1977 
lndependent Weighted 
Type of Lender Responses Average Response 
Commercial Banks 15 73.2 
Larger Banks .5 90.5 
Smaller Banks 10 45.0 
Source: Questionnaire 
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WHAT 1\TAS THE PERCENT CHANGE IN YOUR DOLLAR VOLUME OF AGRICULTURAL 
NONREAL ESTATE LOANS BET~ffiEN 1972 AND 1977 FOR THE FOLLOWING 
PRODUCTION PURPOSES:• CASH GRAIN FARMING, LIVESTOCK PRODUCTION 
AND IRRIGATION? 
Each of the lending groups average response follow in Table 
2-9. The weighted average responses are presented in Table 2-9A. 
ESTIMATE THE APPROXIMATE PERCENTAGE CHANGE IN YOUR DOLLAR VOLUME 
DEMAND FOR AGRICULTURAL NONREAL ESTATE CREDIT BETWEEN 1976 AND 
1977. 
The average responses of the institutional lenders inter-
viewed follow in Table 2-10. The weighted average responses are 
presented in Table 2-lOA. 
ESTI11ATE THE APPROXIMATE PERCENTAGE CHANGE IN THE NUMBER OF 
AGRICULTURAL NONREAL ESTATE LOAN APPLICATIONS BETIJEEN 1976 AND 
1977. 
The average responses of the institutional lenders follow 
in Table 2-11. 
INDICATE THE PERCENTAGES OF AGRICULTURAL NO~IREAL ESTATE LOAN 
REJECTIONS FOR 1976 AND 1977. 
The average rejection rates for each lending group are 
presented in Table 2-12. 
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Table 2-9 
Percent Change in Lenders' Dollar Volume of Agricultural 
Nonreal Estate Loans Between 1972 and 1977 for 
Three Production Purposes 
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Responses in Percent 
Production Purpose 
and 
Type of lender 
Cash Grain Farming 
Banks 
Fm.H.A. 's 
P.C.A. 's 
Larger Banks 
Smaller Banks 
Livestock Production 
Banks 
Fm.H.A. ·' s 
P.C.A. 's 
Larger Banks 
Smaller Banks 
Irrigation 
Banks1< 
Fm.H.A. 's 
P.C.A. 's 
Number 
Responded 
15 
1 
2 
5 
10 
14 
3 
2 
4 
10 
15 
1 
2 
Source: Questionnaire 
Average 
.Response 
+58. 53 
+20.00 
+40.00 
·+98. 60 
+38. 50 
+43.50 
+15.00 
+32. 50 
+57.50 
+37.90 
+25.00 
+21. 50 
Response 
Highest-Lowest 
200.0- 0.0 
20.0-20.0 
80.0- 0.0 
200.0-43.0 
155.0- 0.0 
155.0--20.0 
20.0- 10.0 
35.0- 30.0 
100.0--20.0 
155.0- 0.0 
25.0-25.0 
40.0- 3.0 
Standard 
Deviation 
60.64 
0.00 
56.57 
62.73 
51.32 
51.14 
5.00 
3.54 
56.79 
50.80 
0.00 
26.16 
*The bankers indicated the dollar volume of agricultural nonreal estate 
loans for irrigation increased. The average increase was inde t erminable 
because there were irrigation loans in 1977 where there were no irrigation 
loans in 1972. Fifteen bankers responded to the category. Seven bankers 
reported that there had been a dollar volume increase in agricultural 
nonreal estate loans for the purpose of irrigation and eight bankers re-
ported there had been no change. 
Table 2-9A . 
Percent Change in Lenders' · Dollar Volume of Agricultural 
Nonreal Estate Loans . Between 1972 and 1977 
For Three Production Purposes 
Production Purpose 
and 
Type of Lender 
Cash Grain Farming 
Banks 
Larger Banks 
Smaller Banks 
Livestock Production 
Banks 
Larger Banks 
Smaller Banks 
Source: Questionnaire 
Responses in Percent 
Independent Weighted 
Responses Average Responses 
13 + 76.7 
4 + 93.3 
9 + 33.5 
12 + 31.6 
3 + 30.1 
9 + 34.6 
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Tabl.e 2-10 
The Approximate Percentage Change in Lenders' 
Dollar Volume Demand for Agricultural 
Nonreal Estate Cr~dit Between 
1976 and 1977 
·Responses in Percent 
Number of Average Responses 
Type of Lender Responses Response Highest-Lowest 
Banks 18 + 18.44 50.0- 17.0 
Fro. H.A. 's 3 + 25.00 100.0- -50.0 
P.C.A. 's 2 + 13.50 15.0- 12.0 
Larger Banks 6 + 28.83 50.0- 15.0 
Smaller Banks 12 + 13.25 44.0- -17.0 
Source: Questionnaire 
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Standard 
Deviation 
16.51 
75.00 
2.12 
12.58 
15.59 
Tabl.e 2-lOA 
The Approximate Percentage Change in Lenders' 
Dollar Volume Demand for Agricultural 
Nonreal Estate Credit Between 
1976 and 1977 
.. Responses in Percent 
Independent Weighted 
Type of Lender Responses Average Response 
Banks 15 + 27.4 
Larger Banks 5 + 32.2 
Smaller Banks 10 + 15.4 
Source: Questionnaire 
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Table 2-11 
The Lenders' Approximate Percentage Change . in the 
Nu.'llber of Agricultural Nonreal Estate Loan 
Applications Between 1976 and 1977 
ResEonses in Percent 
Number. . · Average .Response 
Type of Lender Responses Response Highest-Lowest 
Banks 18 + 7.17 50.0- -15.0 
Fm. H.A. 's 3 + 11.67 100.0- -75.0 
P.C.A. 's 2. + 7.50 . 15.0- 0.0 
Larger Banks 6 + 10.00 50.0- -15.0 
Smaller Banks 12 + 5.75 20.0- 0.0 
Source: Questionnaire 
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Standard 
Deviation 
13.30 
87.51 
10.61 
21.70 . 
7.30 
Table 2-12 
The Lenders' Averag~ Indicated Rejection 
Rates for Agricultural Nonreal Estate . 
Loans in 1976 and 1977 
Responses in Percent 
Type of Number of . Average Responses Standard 
Lender Year Responses Response Highest-Lowest Deviation 
Banks 1976 16 1,0.31 50.0- 0.0 13.60 
1977 16 8.56 50.0- 0.0 12.88 
Fm. H.A. 's 1976 3 2.50 5.0- 0.5 2.29 
1977 3 3.17 5.0- 0.5 2.36 
P.C.A. 's 1976 2 30.00 40.0-20.0 14.14 
1977 2 42.50 55.0-30.0 17.68 
Larger Banks 1976 6 18.67 50.0- 2.0 17.68 
1977 6 19.17 50.0- 5.0 16.56 
Smaller Banks 1976 10 5.30 25.0- 0.0 7.76 
1977 10 2.20 5.0- 0.0 2.10 
Source: Questionnaire 
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INDICATE YOUR LOAN PREFERENCE BY RANKING THE FOLLOWING AREAS OF 
NONREAL ESTATE AGRICULTURAL CREDIT. 
· The averaged re'sponses of the lenders are presented in Table 
2-13. 
INDICATE YOUR APPROXIMATE CHANGE IN LOAN DEMAND_ FOR EACH OF SEVEN 
LOAN PURPOSES BETWEEN 1976 AND 1977. 
The averages of the changes given by the lenders follow in 
Table 2-14. The bankers' weighted average re~ponses are presented 
in Table 2-14A. 
LIST THE FACTORS THAT CAUSED THE AGRICULTURAL NONREAL ESTATE 
DOLLAR VOLUME LOAN CHANGES DESCRIBED IN THE PREVIOUS QUESTION. 
The responses given by the lenders are summarized and presented 
in the following text. 
Commercial Banks 
Number of Lenders 
that made response 
2 
2 
1 
6 
Category - Machinery 
Increase in Loans (dollar volume) 
(1) The quantity of machinery purchased was 
approximately equal in 1976 and 1977. In-
flation caused the increase in dollar volume. 
(2) Farmers held back in 1976. In 1977 weather 
conditions improved and increased the farmers 
buying confidence. 
(3) Farmers were expanding their lines of 
machinery. 
Decrease in Loans (dollar volume) 
(1) The amount of machinery farmers purchased 
in 1977 decreased because of the 1976 drought. 
50 
51 
Table 2-13 
Agricultural Nonreal Estate Loan 
Purpose .Preferences 
Responses in Percent 
Purpose Number of Average Responses Standard 
of Loan Rank Responses Response Highest-Lowest Deviation 
Commercial Banks 
Livestock 1 19 1.00 1.0-1.0 .00 
Seed 2 19 3.10 5.0-2.0 .94 
Machinery 3 19 3.32 6.0-2.0 1.49 
Feed 4 19 3.63 6.0-2.0 1.21 
Fertilizer 5 19 3.95 7.0-3.0 1.13 
Rent 6 19 5.95 7.0-3.0 1.51 
Farm Payments 7 19 6.05 7.0-3.0 1.18 
Fm.H.A.'s 
Livestock 1 3 2.00 4.0-1.0 1.73 
Seed 3 3 2.67 3.0-2.0 .58 
Machinery 6 3 5.67 7.0-4.0 1.53 
Feed 5 3 4.67 7.0-2.0 2.52 
Fertilizer 2 3 2.33 4.0-1.0 1.53 
Rent 4 3 4.33 5.0-3.0 1.16 
Farm Payments 7 3 6.33 7.0-6.0 .58 
P.C.A.'s 
Livestock 6 2 4.50 6.0-3.0 2.12 
Seed 1 2 1.00 1.0-1.0 .00 
Machinery 7 2 7.00 7.0-7.0 .00 
Feed 3 2 2.50 4.0-1.0 2.12 
Fertilizer 2 2 1.50 2.0-1.0 .71 
Rent 4 2 3.00 5.0-1.0 2.83 
Farm Payments 5 2 3.50 6.0-1.0 3.54 
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Table 2-13 
(Continued) 
Agric'ultural Nonreal Estate Loan 
Purpose Preferences 
Responses in ·Percent 
Purpose Nmnber of Average Responses Standard 
of Loan Rank Responses Response Highest-Lowest Deviation 
Larger Banks 
Livestock 1 6 '1. 00 1.0-1.0 .oo 
Seed 2 6 3.33 5.0-2.0 1.03 
Machinery 3 6 3.50 6.0-2.0 1.76 
Feed 4 6 3.67 5.0-2.0 1.51 
Fertilizer 5 6 4.17 7.0-3.0 1.47 
Rent 6 6 5.83 7.0-3.0 1.47 
Farm Payments 7 6 6.00 7.0-3.0 1.55 
Smaller Banks 
Livestock 1 13 1.00 1.0-1.0 .00 
Seed 2 13 3.00 4.0-2.0 .91 
Machinery 3 13 3.23 5.0-2.0 1.42 
Feed 4 13 3.62 6.0-2.0 1.12 
Fertilizer 5 13 3.85 5.0-3.0 .99 
Rent 6 13 6.00 7.0-3.0 1.58 
Farm Payments 7 13 6.08 7.0-3.0 1.04 
Source: Questionnaire 
Table 2-14 
Average Change in Dollar Volume of Loans 
Between 1976 and 1977 for Seven Loan Purposes 
Responses in Percent 
Purpose of Number of Average Responses 
Loan Responses Response Highest-Lowest 
Commercial Banks 
Farm Payments 13 + 9.00 32.0- .00 
Rent 13 + 6.69 35.0- -50.0 
Seed 13 + 2.31 25.0- -20.0 
Livestock 13 1.54 30.0- -30.0 
Fertilizer 13 4. L•6 50.0- -35.0 
Feed 13 8.15 37.0- -50.0 
Machinery 13 - 11.15 20.0- -50.0 
Fm.H.A.'s 
Farm Payments 2 + 24.00 33.0- L1.0 
Seed 3 + 18.33 30.0- .oo 
Rent 2 + 12.50 25.0- .00 
Machinery 3 3.33 20.0- -30.0 
Livestock 3 - 10.00 o.o- -3o.o 
Feed 3 - 11.67 50.0- -60.0 
Fertilizer 3 - 16.67 0.0- -30.0 
P.C.A. 's 
Livestock 2 + 20.00 25.0- 15.0 
Farm Payments 2 + 7.50 15.0- • 00 
Seed 2 + 5.00 10.0- .00 
Rent 2 + 4.00 10.0- - 2.0 
Fertilizer 2 .00 5.0- - 5.0 
Machinery 2 .00 10.0- -10.0 
Feed 2 - 35.00 -30.0- -40.0 
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Standard 
Deviation 
12.57 
21.73 
9.92 
20.25 
22.78 
26.78 
20.93 
12.73 
16.07 
17.68 
25.17 
17.32 
56.20 
15.28 
7.07 
10.61 
7.07 
8.48 
7.07 
14.14 
7. 07 
Table 2-14 
(Continued) 
Average 'Change in Dollar Volume of Loans 
Between 1976 and 1977 for Seven Loan Purposes 
Purpose of 
Loan 
Larger Banks 
Farm Payments 
Rent 
Seed 
Livestock 
Fertilizer 
Feed 
Machinery 
Smaller Banks 
Farm Payments 
Rent 
Seed 
Livestock 
Fertilizer 
Feed 
Machinery 
Number of 
Responses 
6 
6 
6 
6 
6 
6 
6 
7 
7 
7 
7 
7 
7 
7 
Source: Questionnaire 
Average 
Response 
+ 12.83 
+ 14.50 
+ 3.33 
- 14.17 
- 14.17 
+ 11.50 
6.67 
+ 5.71 
.00 
+ 1.43 
+ 9.29 
+ 3.86 
- 25.00 
- 15.00 
Responses in .Percent 
Responses 
Highest-Lowest 
32.0- .00 
35.0- 5.0 
25.0- -20.0 
15.0- -30.0 
10.0- -35.0 
37.0- -25.0 
20.0- -35.0 
20.0- .00 
20.0- -50.0 
10.0- .00 
30.0- -15.0 
50.0- -20.0 
0.0- -50.0 
20.0- -50.0 
Standard 
Deviation 
15.24 
18.10 
14.72 
16.56 
17.72 
22.58 
18.35 
9.76 
23.63 
3.78 
17.18 
24.51 
17.08 
23.63 
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Table 2-14A 
I 
Average Change in Dollar Volume of Loans 
Between 1976 and 1977 for Seven Loan Purposes 
Purpose of Loan 
Commercial Banks 
Farm Payments 
Rent 
Seed 
Livestock 
Fertilizer 
Feed 
Machinery 
Larger Banks 
Farm Payments 
Rent 
Seed 
Livestock 
Fertilizer 
Feed 
Machinery 
Smaller Banks 
Farm Payments 
Rent 
Seed 
Livestock 
Fertilizer 
Feed 
Machinery 
Source: Questionnaire 
Number of 
Responses 
12 
12 
12 
12 
12 
12 
12 
5 
5 
5 
5 
5 
5 
5 
7 
7 
7 
7 
7 
7 
7 
Weighted 
Average Response 
in P_ercent 
+11.05 
+11.85 
+ 4.90 
-13.20 
- 9.15 
+ 5.87 
-10.05 
+12.40 
+13.75 
+ 5. 80 
-19.00 
-18.80 
+14.98 
- 9.30 
+ 7.80 
+ 7.20 
+ 1.50 
+ 8.25 
- 3.15 
-28.60 
-13.65 
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Number of Lenders 
that made response 
1 
1 
1 
1 
1 
4 
1 
1 
4 
3 
1 
(2) The farmers cash flows did not show the 
ability to purchase new machinery. 
(3) Farmer~ are holding back on machinery pur-
chases because of the national farmers 
strike. 
(4) Farmers had .a good year in 1977 but are not 
confident in what lies· ahead in 1978. 
(5) Farmers received poor prices for their 
products in 1977. 
(6) The -general higher indebtedness caused the 
farmer to cut back in machinery purchases. 
Category - Livestock 
Increase in Loans (dollar volume) 
(1) Farmers expanded (rebuilt) herds because 
they had feed in 1977. 
(2) Farmers increased livestock production to 
process low cost grains. 
(3) The price of holstein cows increased greatly. 
Decrease in Loans (dollar volume) 
(1) Farmers sold down their herds .in 1976 and 
did not rebuild in 1977. 
(2) Less money was loaned because of dry weather 
and lack of feed. 
(3) Farmers bought fewer feeder pigs due to 
dry weather. 
Category - Feed 
Increase in Loans (dollar volume) 
3 (1) Farmers had to buy feed in early 1977 be-
cause of the small 1976 feed crop. 
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Number of Lenders 
that made response 
1 
1 
7 
1 
3 
2 
1 
1 
1 
(2) Dairymen bought feed to maintain their 
herd. They did not sell off because of 
the great difficulty in rebuilding a herd 
of cows. 
(3) Banks carried feed loans while the A. S.C. S .• 
emergency programs were being processed. 
Decrease in Loans (dollar volume) 
(1) Farmers bought a lot of feed in 1976. 
They bo.ught less in 1977 because their 
own production was adequate. 
(2) Farmers had less livestock to feed because 
of the herd sell down in 1976. 
Category - Seed 
Increase in Loans (dollar volume) 
(1) Seed prices increased because of inflation. 
(2) Farmers fed livestock the grain normally 
allotted for seed. That forced them to 
buy seed for planting. 
(3) Farmers emphasized their crop enterprises 
instead of their livestock enterprises. 
(4) Farmers bought seed rather than using their 
own. They were not sure the quality of 
the seed grain they grew during the 1976 
drought was adequate. 
Decrease in Loans (dollar volume) 
(1) Farmers were skeptical about the 1977 
growing season and planted less costly 
grains in place of corn. 
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Number of Lenders 
that made response 
2 
1 
7 
4 
2 
1 
1 
3 
2 
1 
1 
Category - Fertilizer 
Increase in Loans (dollar volume) 
(1) Farmers added anhydrous fertilizer heavily 
after rains in 1977. In 1976, very little 
fertilizer was put on because of the dry 
spring and continued dry weather. 
(2) Farmers applied a little more fertilizer 
in 1977 than in 1976. 
Decrease in Loans (dollar volume) 
(1) Farmers held back on application because 
of their drought expectation for 1977. 
(2) Farmers cut· back in 1977 because they thought 
the fertilizer applied in 1976 was largely 
unused and would carry over. 
(3) . Some farmers could not afford fertilizer. 
(4) Fertilizer was less costly in 1977. 
(5) Farmers cut back on the 1977 fall applica-
tion of fertilizer because the crops were 
still in the field. 
Category - Farm Payments 
Increase in Loans (dollar volume) 
(1) Farmers lacked income from the 1976 drought 
year. 
(2) Farmers lacked income because they stored 
their grain. 
(3) Banks are lending to make the farmers' 
disaster loan payments to the Fm.H.A. 
(4) Farmers satisfy short term credit commitments 
first. The longer term farm loan is a 
latter concern and farm payment loans are 
increased as a result. 
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Number of Lenders 
that made response Decrease in Loans (dollar volume) 
No decrease responses given. 
4 
2 
2 
1 
1 
None 
Fm.H.A. 's 
1 
1 
None 
Category - Farm Rent 
Increase in Loans (dollar volume) 
(1) Farmers lacked income from the 1976 drought year. 
(2) 11ore farmers were paying cash rent in 1977 than 
·in previous years. 
(3) Land owners raised rents to reflect the in-
cr~ased ' market value of the land. 
(4) The renter needs more agricultural nonreal estate 
loan funds because he lacks the equity needed 
to refinance real estate. 
(5) Farmers make short term credit payments first. c 
Rent payment loans increased because they 
received later attention. 
Decrease in Loans (dollar volume) 
Category - Machinery 
Increase in Loans (dollar volume) 
(1) The quantity of machinery purchased was equal 
in 1976 and 1977. Inflation caused the increase 
in dollar volume. 
Decrease in Loans (dollar volume) 
(1) Times were bad and farmers were tightening their 
belts. Machinery purchases were the first · place 
they cut back. 
Category - Livestock 
Increase in Loans (dollar volume) 
Number of Lenders 
that made response Decrease in Loans (dollar volume) 
1 
1 
2 
1 
1 
1 
1 
None 
None 
2 
1 
(1) The farmers sold off their herds because 
they did not have feed in 1976. 
(2) Fewer farmers bought livestock in 1977. 
Category .- Feed 
Increase in Loans· (dollar volume) 
.(1) Due to the drought, the farmers ran out of 
feed and had to buy. 
De.creas·e · in Loans ·(dollar voltune) 
(1) The drought ended in 1977 and the farmers 
had. more feed of their own. 
Category - Seed 
Increase in Loans (dollar volume) 
(1) The cost of seed increased. 
(2) More farmers bought seed because their grain 
from the previous year was of poor quanlity. 
(3) There was more cash grain farming being done. 
Decrease in Loans (dollar volume) 
Category - Fertilizer 
Increase in Loans (dollar volume) 
Decrease in Loans (dollar volume) 
(1) Farmers expected a dry year. They cut back 
on fertilizer to cut expenses. 
(2) Farmers cut back in 1977 because they thought 
the fertilizer applied in 1976 was largely 
unused and would carry over. 
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Number of Lenders 
that made response 
1 
1 
None 
1 
1 
None 
P.C.A. 's 
1 
1 
2 
None 
Category - Farm Payments 
Increase in Loans (dollar volume) 
(1) The farmers' operating expenses increased. 
(2) Emergency loans were provided to the farmer 
because of the d~ought. 
Decrease in Loans (dollar volume) 
Category - Rent 
Increase in Loans (dollar volume) 
(1) Farmers lacked operating capital due to 
drought. 
(2) The rent ·on land increased. 
Decrease in Loans (dollar volume) 
Category - Machinery 
Increase in Loans (dollar volume) 
(1) The machinery is more expensive. They are 
not buying any more than before. 
Decrease in Loans (dollar volume) 
(1) They are buying a little less. 
Category - Livestock 
Increase in Loans (dollar volume) 
(1) Farmers had better feed supplies in 1977. 
And some farmers a re rebuilding their herds. 
Decrease in Loans (dollar volume) 
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Number of Lenders 
that made response Category - Feed 
None 
2 
1 
1 
None 
1 
1 
1 
None 
1 
Increase in Loans (dollar volume) 
Decrease· in Loans (dollar volume) 
(1) Farmers received good crops in 1977. 
Category - Seed 
Increase in Loans (dollar volume) 
(1) The;e were more grain acres planted. 
(2) The cost of seed increased. 
Decrease in Loans (dollar volume) 
Category - .Fertilizer 
Increase in Loans (dollar volume) 
(1) Farmers hoped for rain and applied more. 
Decrease in Loans (dollar volume) 
(1) The farmers were skeptical about the moisture 
situation in 1977. 
Category - Farm Payments 
Increase in Loans (dollar volume) 
(1) We refinanced their real estate. 
Decrease in Loans (dollar volume) 
Category - Rent 
Increase in Loans (dollar volume) 
(1) The rents were higher because land value 
increased. 
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Number of Lenders 
that made responses Decrease in Loans (dollar volume) 
1 (1) Less farmers are renting for cash. 
I 
HERE . THERE FACTORS IN 1977 THAT CAUSED A CF..ANGE FRON 1976 IN THE 
AMOUNT OF DEBT THAT YOU REFINANCED OR CARRIED OVER? 
Fifteen bankers responded to the question. El·even stated there 
was a change and all indicated the change had . been an increase. 
The bankers that responded yes were asked to list the factors 
causing the change. In a.dditfon, they were asked to indicate the 
effects the increase in refinanced or carried over debt had on 
agricultural nonreal estate credit policies. The factors and the 
associated policy changes follow: 
Four bankers ·Stated that the 1976 drought had been a 
factor. The effect on credit policy and the number of 
banks that state the effect follow: 
Two bankers stated they had studied the farmers cash flows 
more thoroughly. 
Two banks had restructured the farmers' chattle or short 
term debt toward the longer term real estate debt. 
One bank worked more closely with the borrowers by 
making more visits to the farm. 
Four bankers stated grain storage had been a factor. 
The effect on credit policy and the number of banks that 
stated the effect £allow: 
Two bankers stated that repayment schedules had been 
lengthened. 
One banker carried stored grain as feed on the financial 
statement. 
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One banker stated there had been no change in policy. 
One banker state that farm costs had increased relative 
I 
to the prices the farmer received for his products. The effect 
on credit policy follows~ 
The banker is requesting that. more careful planning and 
budgeting be performed by the farm borrower. 
One banker stated that the emergency loans were used to 
lower or wipe out carryover debt. The effect on credit policy 
follows: 
The bank is working on the borrowers' cash flows to assure 
him that he can make all of his loan payments including 
emergency loan payments. 
All three Fm.H.A. · representatives stated there did exist 
factors in 1977 that caused a change from 1976 in the amount of 
debt that had to be refinanced or carried over and that change 
was an increase. The factors and the associated policy changes 
follow: 
One loan officer noted low grain prices and corn left in the 
fields due to early snow as the factors. His policy change 
was the extension of loan repayment periods for an additional 
year. 
Another loan officer listed increased operating costs as the 
factor. He stated his policy consideration was to retire 
more nonreal estate farm credit to real estate farm credit. 
The third Fm.H.A. lender found increased production in 1977 
to be a n influencing factor. He stated, because of the bette r 
income conditions from the increased production, he was 
willing to consider farm expansion and other loan proposals. 
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.-
Both P.C.A. loan officers stated factors did exist in 1977 
that caused an increase in the amount of debt that had to be re-
financed or carried "over in 1976. 
One lender stated the 1976 drought caused the increase in 
the 1977 carryover debt. His policy consideration was to 
spend more time projecting loan po~ential. He wanted to 
reduce the element of risk to the borrower. He thought 
smoother cash flows would best achieve his objectives. 
The other loan officer listed poor cattle prices, poor grain 
prices and increased production costs as the factors respon-
sible for the increased ·cgrryover debt. He stated his policy 
change as "tightening up." He said he was trying to get the 
farmers to analyze their operations more closely. For example, 
he suggested soil tests so that only the amount of fertilizer 
that was needed be applied. 
WHAT PERCENTAGE OF YOUR NONREAL ESTATE AGRICULTURAL LOANS, IN 
DOLLAR VOLUME, WERE OVERLINED. IN 1975, IN 1976, AND IN 1977? 
Neither the Fm.H.A.'s nor the P.C.A.'s had overlined agri-
cultural nonreal estate loans during that time interval. The 
overline information obtained from banks is presented in Table 
2-15. 
WHAT WERE YOUR REASONS FOR USING OVERLINES FOR AGRICULTURAL 
NONREAL ESTATE LOANS IN 1975, 1976 AND 1977? 
Fourteen bankers stated in question 16 that they had used 
overlines in at least one of the three years. A summary of the 
responses follows: 
Twelve bankers stated individual demands exceeded their 
lending limits for a single loan. 
One banker stated a desire to maintain liquidity and to 
free funds for other loans. 
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Year 
All Banks 
1975 
1976 
1977 
Larger Banks 
1975 
1976 
1977 
Table 2-15 
Percentage of Agricultural_Nonreal Estate 
Loans Overlined in 1975, 1976 and 1977 
Responses in Percent 
Number 
Responding · 
Average Response Standard 
17 
17 
17 
6 
6 
6 
Response Highest-Lowest Deviation 
4.38 
5.53 
5.95 
2.42 
3.42 
6.95 
15.0- 0.0 
22.0- 0.0 
22.0- o.o 
10.0- 0.0 
11.0- 0.0 
20.0- 0.0 
5.14 
6.94 
7.39 
3.90 
4.84 
8.15 
Smaller Banks 
1975 
1976 
1977 
11 
11 
11 
Source: Questionnaire 
5.46 
6.68 
5.41 
15.0- o.o 
22.0- 0.0 
22.0- o.o 
5.57 
7.83 
7.30 
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One banker stated program cooperation was a reason. The 
bank may have a need for some expertise in a field in which 
it lacks experience such as commercial and industrial. We 
would share such a loan with a bank that has expertise· in 
that loan area'. In return, we may request that they share 
some of their interests with us. 
WHEN CONSIDERING EXTENDING CREDIT TO SOMEONE, WHAT ARE THE MORE 
IMPORTANT FACTORS YOU TAKE INTO CONSIDERATION AND WHAT IS THE ORDER 
OF THEIR IMPORTANCE? 
Six possible factors were presented in the questionnaire. 
Space was provided for any additional factors the lender wished 
to add. One banker stated security was the most important factor 
us·ed in his lending decisions. The average responses of the 
lenders are presented in Table 2-16. 
DOES THE ORDER OF THE EVALUATION FACTORS CHANGE WHEN ECONOMIC 
CONDITIONS CHANGE? 
Five bankers responded yes. One was in ·the larger bank 
classification and four were in the smaller bank classification. 
One Fm.H.A. representative responded yes. None of the P.C.A. 
loan officers thought the order of the factors changed with 
fluctuating economic conditions. 
The larger bank with the yes response stated that if or when 
credit got "tight" the history of the customer became more im-
portant. If the borrower had done well in the past, the bankers 
stated they. hung with him. The lender ranked history of the 
customer as the fourth most important evaluation factor of the 
six listed in the previous question. 
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Table 2-16 
'.the Averaged Ranking of Factors Affecting 
Lender's Decisions When Extending Credit 
Number of Average Responses Standard 
Evaluation Factors Responses .Response ~ighest-Lowest _ Deviation 
Commercial Banks 
Ability to Repay 20 1.40 3.0 1.0 .75 
Character of Customer 20 2.70 6.0 - 1.0 1.46 
History of Customer 18 3.17 -6.0- 1.0 1.34 
Use of Loan 18 3.22 6.0 - 2.0 1.26 
Length of Customer 18 4.11 6.0 - 2.0 1.28 
· Relationship 
Location of Customer 19 4.95 7.0- 2.0 1.47 
Fm. H.A. 's 
Use of Loan 3 2.00 3.0 - 1.0 1.00 
History of Customer ' 1 2.00 2.0 - 2.0 .00 
Ability to Repay 3 2.33 4.0 - 1.0 1.53 
Character of Customer 3 2.33 3.0 - 1.0 1.16 
Length of Customer . 1 5.00 5.0 - 5.0 .00 
Relationship 
P.C.A. 's 
Ability to Repay ' 2 1.50 2.0 1.0 .71 
Character of Customer 2 2.00 3.0 - 1.0 1.41 
Use of Loan 2 2.50 3.0 2.0 .71 
Length of Customer 1 4.00 4.0 - 4.0 .00 
Relationship 
History of Customer 2 5.00 6.0 - 4.0 1.41 
Table 2-16 
(Continued) 
The Avetaged Ranking of Factors Affecting 
Lender's Decisions ~fuen Extending Credit 
Evaluation Factors 
Larger Banks 
Ability to Repay 
Character of Customer 
Use of Loan 
History of Customer 
Length of Customer 
Relationship 
Location of Customer 
Smaller Banks 
Ability to Repay 
Character of Customer 
History of Customer 
Use of Loan 
Length of Customer 
Relationship 
Location of Customer 
Number of 
Responses 
6 . 
6 
- 6 
5 
5 
5 
14 
14 
13 
12 
13 
14 
Source: Questionnaire 
Average 
Response 
1. 67 . 
2.67 
3.17 
3.40 . 
4.80 
5.00 
1.29 
2.71 
3.08 
3.25 
3.85 
4.93 
Responses 
Highest~ Lowest 
3.0 - 1.0 
6.0 - 1.0 
5.0 - 2.0 
4.0 - 2.0 
6.0 - 3.0 
6.0 - 2.0 
3.0 - 1.0 
6.0 - 1.0 
6.0 - 1.0 
6.0 - 2.0 
6.0 2.0 
7.0 - 2.0 
Standard 
Deviation 
1.03 
1.86 
1.33 
.89 
1.10 
1.73 
.61 
1.33 
1.50 
1.29 
1. 28 . 
1.44 
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The explanations of the smaller banks responding yes 
follow. The number of banks giving each explanation is also 
provided. Some bankers stated more than one of the factors changed. 
Three banks indicated that when things get though, location 
of the customer becomes more important:. In the p-revious question, 
these bankers ranked location of the custom~r in the fourth, 
sixth and sixth positions. 
Two smaller banks stat-ed· that the ·use of the loan becomes 
more important when credft conditions are getting tough. The 
banks had ranked use of the loan in the third and sixth positions 
in the previous question. 
The Fm.H.A. representative put more emphasis on character of 
the customer in a poor year. He ranked character higher than 
ability to repay under those circumstances. In the previous 
question, the lender ranked character of the customer number three 
and ability to repay number one. 
WHAT DO YOU CONSIDER WHEN DETERMINING A BORROWERS "ABILITY TO 
REPAY"? 
The replies by type of lender follow: 
Commercial Banks 
General Management Ability 
(farming & financial) 
Cash Flow 
History of the Customer* 
Character of the Customer* 
Financial Statement 
Income of the Customer 
Use of the Loan* 
Market · Conditions 
13 responses 
5 responses 
5 responses 
4 responses 
4 responses 
3 responses 
1 response 
1 response 
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Fm. H. A.'s 
Cash Flow 
The Risk of tpe Enterprise 
Length of Time in Enterprise 
Past Production 
Non-Farm Income 
Financial Statement 
P.C.A. 's 
Financial Statement 
Cash Flow 
History of Customer* 
Character of Customer * · · 
Market and Crop Expectation 
Income Expectation from Enterprise 
3 responses 
1 response 
1 response 
1 response 
1 response 
1 response 
1 response 
1 response 
2 responses 
1 response 
1 response 
1 response 
*In a previous question, ability to repay was treated as an 
~ndependent evaluation factor from the asterisked factors. 
IS EQUITY OR REPAYMENT POTENTIAL THE MORE IMPORTANT FACTOR WHEN 
YOU DETERMINE A BORROWERS "ABILITY TO REPAY"? 
The frequency distribution of the lenders responses follow 
in Table 2-17. 
DO YOU THINK YOU HAVE EXPERIENCED LESS DIFFICULTY THAN OTHER 
INSTITUTIONAL LENDERS (OTHER COl~IERCIAL BANKS, PRODUCTION CREDIT 
ASSOCIATION, FAR}1ERS HOME ADMINISTRATION) IN PROVIDING FUNDS FOR 
AGRICULTURAL NONREAL ESTATE LOANS? 
There were nine banks responding yes, nine banks responding 
no, and two banks that did not respond to the question. Each 
banker answering yes was asked why he felt he experienced less _ 
difficulty. These responses are summarized as follows: 
Other Commercial Banks 
Two bartkers thought their loan to deposit ratio was lower 
than many other banks. 
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Lending 
Institution 
Connnercial 
Fni. H. A.'s 
P.C.A.'s 
Total 
Table 2-17 
Comparison of Equity and Repayment Potential 
When Determining "Ability to Repay" 
Repayment Equity Individual Case 
Potential Consideration Determines Which 
Most ' Most . Is The More 
Impo~tant Important Important 
Banks 11 5 4 
3 0 0 
2 0 0 ' 
16 5 4 
Source: . Questionnaire 
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One banker did not think his loan area had been affected as 
adversely by drought in 1976 as had many of the neighboring 
areas. 
One banker see's his borrowers as an exception in that they 
have enough money to carry them through a bad year. 
One banker thought his agricultural borrowers were exceptional 
in that they had enough equity to .carry their operations 
through a bad year. 
The Production Credit Association 
One banker thinks the P.C.A. may be experiencing difficulty 
because of the increa sed ·cost of money in the national 
market. 
One banker believes his position easier than the P.C.A.'s 
because the P.C.A. is bogged· down in government rules and 
regulations. 
The Farmers Home Administration 
Two bankers think they have had less difficulty than the 
Fm.H.A. because the Fm.H.A. deals with a clientele of 
marginal borrowers. 
One banker sees greater concern with equity from the Fm.H.A. 
because of the increased probability of the marginal borrower 
failing. 
One banker believes his position easier than the Fm.H.A. 
because the Fm.H.A. is bogged down in government rules 
and regulations. 
One banker sees greater difficulty for the Fm.H.A. in pro-
viding agricultural nonreal estate loans because the Fm. H.A. 
will not provide funds in the form of direct loans. 
Two bankers praised the Fm.H.A. for refinancing the borrowers 
agricultural nonreal estate debt through emergency loan 
programs. 
One banker stated the refinancing of the agricultural non~ 
real estate debt of the 1976 drought year made his position 
less difficult. Without the emergency loan program his bank 
would not have had the funds for the 1977 agricultural nonreal 
estate loan needs of his borrowers. 
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One banker had little praise for the FM.H.A. His paraphrased 
response follows: 
The banks experienced more difficulty than the Fm.H.A. 
The Fm.H.A. can take more loans and more risk than a 
small rural bank. The loss potential for an Fm.H.A. 
loan is diversified to all of the taxpayers. "It is 
a thorn in my side ·to have the government pump money 
into the agriculturat loan market." 
The Fm.H.A. has given false appraisal on land to pro-
vide for "The need of the loan." This may be good for 
the young farmers, but it has caused poor farmers to 
stay in a business they should not be in. The govern-
ment-the taxpayers are taking . a beating. 
Two Fm.H.A. Lenders thought they experienced less difficulty 
in providing agricultural nonreal estate funds and one did 
not. A summary of the responses follows: 
Commercial Banks & P.C.A.'s 
The banks and P.C.A.'s are more concerned with equity than 
we are. We are getting more borrowers from them than we 
previously did because of the farmers lack of equity and 
increased costs. 
The increased demand for credit is more than the banks can 
handle. 
We handle both agricultural nonreal estate and agricultural 
real estate credit. This puts us in a less difficult posi-
tion than the other lenders. 
We can loan on 100 percent of the borrowers property value. 
Other lenders are not able to do this. 
Both P..C.A. loan officers thought agricultural nonreal estate 
loans were provided by them with less difficulty than the 
other institutional lenders. Their responses are summarized 
below: 
Commercial Banks & Fm.H.A. 
We have better availability of funds than the other institu-
tional · lenders. 
Our interest rates are competitive and sometimes below our 
competitors. 
74 
We deal only in agricultural Ioans and are closer to the 
farmer. 
The Fm.H.A.'s ~unds are made available through allotment. 
The funds are sometimes slow in coming. 
The banks could be pressed by their loan to deposit ratio. 
I think the banks could be trying .to reduce agricultural 
loans because of the hard time - poor years. 
WHAT EFFECTS FAVE LAND PRICES HAD ON AGRICULTURAL NONREAL ESTATE 
LOANS? 
The responses are presented in two categorical separations: 
land owned during the market price increase and land purchased 
at · the increased price. The comments of each type of lending 
institution are presented separately. 
Commercial Banks (20 banks responded) . 
Land owned during the market price increase. 
Fifteen bankers stated that the increased land values had a 
positive effect on their equity considerations. 
Eight bankers stated that the maximum loan size to the agri-
cultural nonreal estate borrower was increased directly by the 
greater equity consideration. 
Three bankers stated loans for the purpose of satisfying 
agricultural nonreal estate credit needs had been indirectly in-
creased through real estate collateral deb~. 
Land purchased at the increased price. 
Two bankers stated the size of loans for downpaymen ts on 
land purchases increased because of the higher cost of the lan d. 
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Five bankers stated the increased cost of the land had 
pushed the farmers production costs higher and consequently in-
creased his agricuitural nonreal estate credit needs. 
One banker stated the increased land values had pushed the 
cost of land rents higher. The higher. rents have · increased the 
users cost of production and consequently h~s need for agricultural 
nonreal estate credit. 
One banker's summary of· the increased land values. 
At best, the land value increase is a short term tool that 
will help the established land owners-farmers. In the 
long run, I think it will hurt all of the farmers. 
Fm.H.A.'s (3 representatives responded) 
Two loan officers stated that land values and consequently land 
rents had increased. The higher land rents created a greater needd 
for operating capital. 
One lender indicated the higher purchase price of land resulted 
in higher operating costs and greater loan demand. He said the 
farmers do not have the necessary cash flows to finance their 
own credit when needed. 
P.C.A. 's (2 loan officers responded) 
One lender stated the increased loan volume was due basically 
to the increased cost of cash rent. 
One lender thought the land price increase helped owners by 
giving them. equity. The greater equity allowed them to r efinance 
their nonreal estate debt to real estate debt. 
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One lender fears the higher priced land may be getting out 
of the young farmers reach. 
One lender commented on farmers expanding their operations. 
Some of the farmers are borr9wing against their short term assets 
and making large down payments on land. That act.ion is hurting 
his supply of working capital. 
ARE THERE MlY CURRENT FACTORS WHICH ACT AS SERIOUS IMPEDIMENTS 
TO YOUR LENDING CAPACITY? IF -YES, WHAT ARE THE FACTORS M~D HOW 
WILL THEY INFLUENCE YOUR LENDING POLICY? 
Of the twenty bankers, eight listed impeding factors. Five 
were concerned that the deposits necessary to satisfy their loan 
demands in 1978 would not be available. The farmers' deposits 
were low as a result of grain storage, unharvested 1977 crops 
and low income in the previous years. The deposits also suf-
fered because townspeople that depend upon farmers for their 
income had less money to save. Policy changes because of low 
deposits had not been made but the bankers suggested some loan 
restriction would be necessary in the absence of deposit improve-
ment. 
The expressed concern of one banker was the unequal asset/ 
liability treatment of machinery on the agricultural financial 
statement issued by the Federal Deposit Insurance Corporation 
(F.D.I.C.). The bankers dissatisfaction results from the fact 
that the F.D.I.C. considers machinery a current liabili t y but 
does not consider it a current asset. Machinery is considered 
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a fixed asset. The result of the separate categorization is that 
machinery loans erode the farmers collateral for nonreal es.tate 
loans. The banker 'thinks machinery should be considered a current 
asset. His justification was. one of liquidity. He stated that 
machinery can be liquidated or sold within 30 days through direct 
sale or public auction. 
One bank lost a sizeable account and its lending capacity 
was lessened as a result. The· effect on poli.cy was one of restrict-
ing long term real estate loans. 
For one Fm.H.A., the individual limit for agricultural non-
real estate loans was the only serious impediment limiting lending 
capacity. The individual loan limit is $50,000. If a farmer 
borrows to purchase a piece of machinery, he will be unable to 
borrow much for his operating needs. The other two Fm.H.A.'s 
did not list any capacity limiting factors. 
Neither of the P.C.A.'s listed factors that acted as 
serious impediments to their lending capacity. 
DO YOU FORESEE ANY ECONOMIC OR NONECONOMIC CHANGES IN 1978 THAT 
WILL AEFECT THE FARMERS EASE OR DIFFICULTY IN OBTAINING AGRI CUL-
TURAL NONREAL ESTATE COMMERCIAL CREDIT AND HOW WILL THOSE DIFFER-
ENCES AFFECT THE AGRICULTURAL NONREAL ESTATE CREDIT MARKET? 
The responses for each type of lender are summarized as follows: · 
Commercial Banks (8 bankers responded) 
The national interest rates are increasing. The fact suggests 
the possibility of a credit crunch. The banker did not expect 
a crunch but stated it was possible. 
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If the prime interest rate continues to increase, the interest 
rates on bank loans will have to increase. My concern lies 
in the possibility of a prime interest rate squeeze for agri-
cultural nonreal estate loans. The prime interest rate plus 
the banks interest charge for its services is nearing the 
South Dakota legal maximum of 10 ·percent. 
The fluctuations in the l'ivestock markets are causing great 
concern for the farmer and the lender. If a farmer buys 
livestock at a high price, he must also sell at a high price 
to operate profitably. If he does not obtain a high price 
when he selis, cash flow problems result. 
A banker stated that ho~ . prices ar~ getting too high for 
stability to exist ·. in the market. The consumers may quit 
buying if the price ef hogs gets too high. The market for 
hogs has fallen out before because of high prices and _it 
could happen again. The lender said he would lend agricul-
tural nonreal estate funds only to established hog raisers 
and would turn down an applicant who wants to raise a few 
hogs because of the presently high market price. 
The agricultural producers will experience a continued 
deterioration of loan repayment potential. The greater 
problem with repayment is the result of increasing produc-
tion costs and low grain prices. We try to make th~ problem 
clear to the borrowers but we do not tell them what they can 
or cannot do. 
The economists are predicting a recession or depression for 
the economy in the near future. That possibility is kept 
in mind when we make our lending policy. 
Inflation will be one of the greatest causes of increased 
borrow·ing in all aspects of farm production in 1978. 
The farm strike is working and we anticipate higher market 
prices on grain as a result. That will increase the value 
of the presently stored grain and allow us to make more 
agricultural nonreal estate loans. 
Fm.H.A.'s (2 representatives responded) 
I anticipate higher priced petro chemicals, higher priced 
land, and higher prices on capital investments, inputs, hard 
goods, and machinery. I am becoming increasingly more reliant 
on cash flow analysis in my loan practices. Proven track 
records are also becoming increasingly important. 
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I have hope for better cattle prices and some improvement 
in grain prices. With more prosperity for the farmers, 
borrowing needs could be reduced. 
P.C.A.'s (1 loan officer responded) 
Interest rates and farm · debt are increasing. The funds are 
available but they are going to cost more. The rising interest 
rates are supposed to help inflation by lowering or slowing 
the amount of money borrowed. That is not ·true in the farm 
sector. Most borrowed funds are for operating expenses and 
they get the money no matter the money's cost. 
HOW ADEQUATELY ARE THE AGRICULTURAL NONREAL ESTATE LOAN NEEDS OF 
FARMERS IN YOUR COMMUNITY _BEING MET? 
The lending representatives were asked to mark one of five 
descriptions that best related their opinion. The answers given 
by the lenders are summarized in Table 2-18. 
IN THE AREA YOU SERVE, WHAT I}WROVEMENT WOULD YOU LIKE TO SEE 
IN THE FAR.M NONREAL ESTATE CREDIT HARKET? 
Five bankers, two Fm.H.A. representatives and two P.C.A. 
loan officer~ provided suggestions for improvement. The suggestions 
are summarized by lender below: 
Commercial Banks 
Lenders should become better aquainted with the other lending 
institutions and the service programs they provide. 
When a farmer is in trouble, lenders should not always grant 
a loan in hopes that the situation will improve. If the 
situation looks bad, the lender should advise the farmer to 
get out. 
As a banker, I would like to see better cooperation between 
banks and other lending institutions. 
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Table 2-18 
The Adequacy of Agricultural Nonreal Estate Credit 
In Respective Business Communities 
Number Giving ResEonse and Percent of Total ResEonse 
Group Surveyed Very Good Good Fair Poor Very Poor 
Commercial Banks (a) 6 l 32% 11 I 58% 2 I 11% o 1 o%· o I 0% 
Fm.H.A. 's o I 0% 3 1100% o I 0% o I 0% . o I 0% 
P.C.A.'s o I 0% 2 1100% o I 0% o I 0% o I 0% 
Total 6 I 25% 16 I 67% 2 I 8% o I 0% o I 0% 
Source: Questionnaire 
(a) One bank did not respond to the question. 
(b) Very Good = 1.00, Good = 2.00, Fair = 3.00, Poor = 4.00, Very Poor = 5.00 
Ayerage (b) 
1.79 
2.00 
2.00 
1.83 
00 
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You must understand that in the rural banking system we do 
not have the competition experienced in the urban banks. 
Because of the lack of competition, I would like to see 
a multicounty ,meeting of agricultural lenders where we 
could compare notes and figure out how we can assist the 
farmer better. 
I think the bankers should develop an organization that 
could explore the possibility of pooling loans between 
small banks instead of looking always to national and 
international concerns. Pooiing would ·lessen risk and 
possibly keep the farm .loan business in the smaller towns. 
The P.C.A.'s are the banks competitors. I do not believe 
in the P.C.A., it is the government trying to get into 
private business. 
I would like to better understand the Fm.H.A.'s policy in 
accepting and rejecting loan applicants. I have observed 
farmers in very similar circumstances receive different 
treatment from the Fm.H.A. · 
I want the Fm.H.A. to develop a better program for the 
starting farmer. 
Fm.H.A.'s 
The farmer and his lender must do more long range planning. 
There should then be more compliance with that plan. 
In 1974, 1975 and 1976 there were instances where bank 
credit was too easily obtained. As a result, some farmers 
could not make their payments in 1977. This problem in 
credit extension has improved recently. 
P.C.A.'s 
We the lenders have to do a better job of counseling the 
farmers. The facts and figures must be made clear to the 
farmer in laymans language. Alternative plans should be 
developed for their enterprises so the farmer can make 
more informed decisions. 
Farmers have been pushed to become better producers. Now, 
they ne~d financial educations. They need to learn cash 
flow analysis and how to determine their financial s tanding. 
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WHAT WERE THE AVERAGE INTEREST RATES FOR THE LISTED LOAN SECTORS 
IN DECEMBER 197~1977? 
All lenders had equal influence in determining the mean 
values for their group. The· data was not weighted according 
to loan volume. The responses for each group of lenders are 
summarized in Table 2-19. 
The average interest rate data of Table 2-19 was separated 
for the larger and sma~ler ·bank classifications. The larger bank 
portion of the data is presented in Table 2-19 as well as .the 
smaller bank data. 
Interest rates for agricultural nonreal estate credit were 
the only interest rates given by the P.C.A. loan officers. 
Agricultural nonreal estate lending is the single major area 
of credit extended by the P.C.A. The interest rates given by 
the loan officers for December 1976 and 1977 follmv: 
1976 1977 
8.5% 8.0% 
7.4%* 8.3% 
* The interest rate charged the farm borrowers was approximately 
8.0 percent through October of 1976. All costs of operating 
the association for the year had been covered at that time. 
As a result, the funds loaned to the borrowers was wholesaled 
at 7.4 percent interest in November and December of that year. 
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Number 
Responding 
All Bank Classification 
Industrial and Commercial 
Installment and Personal 
Agricultural Nonreal Estate 
Agricultural Real Estate 
Non-Farm Real Estate 
Large Bank Classification 
Industrial and Commercial 
Installment and Personal 
Agricultural Nonreal Estate 
Agricultural Real Estate 
Nqn-Farm Real Estate 
Small Bank Classification 
Industrial and Commercial 
Installment and Personal 
Agricultural Nonreal Estate 
Agricultural Real Estate 
Non-Farm Real Estate 
Fm.H.A. 's 
Industrial and Commercial 
Installment and Personal 
Agricultural Nonreal Estate 
Agricultural Real Estate 
Non-Farm Real Estate 
Source: Questionnaire 
18 
19 
19 
17 
19 
6 
6 
6 
5 
6 
12 
13 
13 
12 
13 
.. .., 
3 
1 
3 
3 
3 
Table 2-19 
Interest Rates by Loan Type 
in December of 1976 and 1977 
Average 
Response Change 
1976 1977 
9.02 9.05 .03 
10.74 10. 82. .08 
8.93 8.94 .01 
8.96 ·8.99 .03 
9.00 9.07 .07 . 
9.13 2.21 .08 
11.17 11.17 .oo 
9.00 9.04 .04 
9.05 9.05 .oo 
8.96 9.08 .12 
8.97 8.97 .oo 
10.54 10.65 .11 
8.89 8.89 .oo 
8.92 8.96 .04 
9.02 9.06 .04 
9.50 9.67 .17 
8.00 8.00 .oo 
8.25 8.00 -.25 
5.00 5.00 .oo 
8.17 8.00 -.17 
Standard 
Deviation 
1976 1977 
.36 .33 
1.03 1.06 
.30 .27 
.37 .36 
.34 .33 
.38 .19 
1.12 1.12 
.32 .19 
.27 .27 
.29 .20 
.36 .36 
.97 1.03 
.30 .30 
.40 .40 
.37 .38 
10.0 9.0 
8.0 8.0 
8.8 8.0 
5.0 5.0 
8.5 8.0 
Response 
Highest-Lowest 
1976 1977 
9.50- 8.00 9.50- 8.00 
12.50- 9.00 12.50- 9.00 
9.50- S..20 9.25- 8.20 
9.50- 8.00 9.50- 8.00 
9.50- 8.00 9.50- 8.00 
9.5o- ·a.5o 9.50- 9.00 
12.50-10.00 12.50-10.00 
9.50- 8.50 9.25- 8.75 
9.50- 8.75 9.50- 8.75 
9.25- 8.50 9.25- 8.75 
9.50- 8.00 9.50-. 8.00 
12.00- 9.00 12.00- 9.00 
9.25- 8.20 9.25- 8.20 
9.50- 8.00 9.50:- 8.00 
9.50- 8.00 9.50- 8.00 
10.0 - 9.0 .so- .58 
8.0- 8.0 .00- .oo 
8.0- 8.0 .43- .oo 
5.0- 5.0 .00- .oo 
8.0- 8.0 .29- - .00 
00 
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CHAPTER III 
EVALUATION OF FARM CREDIT MARKET 
An evaluation of the farm credit market in five eastern 
South Dakota counties by gra~n elevatrir operators, A.S.C.S. 
office managers and County Agents is summarized in this chapter. 
These are farm related groups whose major business does not in-
volve lending but does provide them exposure to the farmers and 
the credit sources. 
Grain elevators were - chosen to provide the study with an 
agribusiness perspective of the farm credit market. Of the 
agribusinesses, grain elevators were chosen both because of their 
relatively large numbers and their widespread geographical dis-
tribution within the counties that were surveyed. 
There were thirty-six grain elevators in the selected five 
county area. Not all were interviewed for the study. If an 
elevator company had more than one station, only the main office 
was interviewed to avoid duplication of information. Secondly, 
the elevators that were located within five miles of the perimeter 
of the five county area were excluded since much of the s e rvi ce 
area for these border elevators extended beyond the geographic 
limits of the study. Thirdly, only the largest elevator in each 
community was interviewed to avoid undue influence by any single 
community. A total of fifteen elevators were thus selecte d; 
fourteen elevator operators responded to the interviews; the 
response rate was 93 percent. 
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Each of the five counties has both an A.s.c.s. and a County 
Agent's office. All ten of these agencies responded to the inter-
view. A short description of the functions and the purposes 
of each offices is presented · in the following text. 
"The Agricultural Stabilizat·ion and Conservation Service 
(A.S.C.S.) is the agency of the U.S. Department of Agri-
culture that administers specified commodity and related 
land use programs designed for voluntary production ad-
justment, resource protection, and price, market, and 
farm income stabilization. 
Personnel and·. facilities of the agency are utilized 
also for various functions of the Commodity Credit Corpora-
tion (C.C. C.), the governmental unit · cha~ged vlith financing 
agricultural price support, commodity set-aside program, 
and related activities·, including commodity acquisition, 
handling, storage and disposal operations." 
The county agricultural agent advises farmers and agricultural 
business managers on optimal ways of growing, marketing, processing_, 
and using farm products. He provides the farmer with the latest 
scientific information on agricultural operations. He helps 
adapt these ~cientific methods to the farm producers individual 
needs. A key objective of the County Agent is to help the farmer 
solve his everyday problems. 
Interview Responses 
Changes in Credit Demand from Commercial Lenders: The grain 
elevator operators, the A.S.C.S. office managers and the County 
Agents were asked, IN YOUR OPINION WAS THERE A CHANGE BET~ffiEN 
1976 AND 1977 IN THE FARMERS' DEMAND FOR AGRICULTURAL NONREAL 
ESTATE CREDIT FROM THE COMMERCIAL LENDERS WITHIN YOUR _OPERATING 
AREA (see Table 3-1). Their estimates of the magnitude of that 
change are summarized in Table 3-2. 
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Table 3-1 
In Your Opinion What 1-las the Director of Change 
Between 1976 and 1977 in Farmers Demand for 
Agricultural Nonreal Estate Credit from the Commercial 
Lenders? (Loan Demand in Dollar Volume) 
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Number Giving Response and Percent of Total Response 
Increase No Change Decrease 
Group Surveyed No. Percent No. Percent No. Percent 
Grain Elevators 10 71 4 29 0 
A.s.c.s. 's* 4 100 0 0 0 
County Agents* 4 100 0 J 0 0 
Source: Questionnaire 
*One A.S.C.S. representative and one County Agent did not respond 
to this question. 
0 
0 
0 
Table 3-2 
What Would You Estimate the Magnit~de of Change in 
Agricultural Nonreal Estate Loan Demand to Have Been 
Between 1976 and 1977? (Loan Demand in · Dollar Volume) 
Frequency of Response for Each Categorized 
Percentage Increase 
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Response 
Group Surveyed 0% 1-25% 26-50% 51-75% 76-100% Over 100% 
Grain Elevators* 4 4 3 1 1 ~o 
A.s.c.s. 's* 0 0 1 2 0 0 
County Agents* 0 1 1 1 1 0 
Source: Questionnaire 
*Two A.s.c.s. representatives did not respond to this question. 
One Grain Elevator and one County Agent gave no response. 
TO WHAT FACTORS DO YOU ATTRIBUTE THE CHANGE IN AGRICULTURAL NONREAL 
ESTATE LOAN DEMAND FROM COMMERCIAL LENDERS BETWEEN 1976 and 1977? 
The respondents made reference to increased loan demand only. 
It was seen in Table 3-1 tha.t none of the representatives thought 
loan demand had decreased. A surnrnary .of the grain elevator, county 
extension and A.S.C.S. representatives responses follow: 
Grain Elevators 
Number of individuals 
that made the response 
7 
3 
4 
2 
1 
1 
A.S.C.S.'s 
3 
2 
Summarized Responses 
The farmers had a poor year in 1976 because 
of drought. Operating money was needed 
in 1977. 
The lending institutions clamped down on 
money for agricultural nonreal estate 
loans in 1977. 
Low farm prices in 1977 depressed the 
farmers income and added to his credit 
demand. 
The farmers operating expenses increased. 
Some farmers did not get their entire 
crop out of the field in 1977. 
Some farmers increased the credit demand 
by developing a "keep up wi th t he Jones" 
attitude. 
There was drought and a poor crop in 1976. 
Money was needed for operating e xpenses 
in 1977. 
Operating expenses increased. 
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Number of individuals 
that made the response 
1 
1 
County Agents 
3 
2 
1 
1 
1 
1 
1 
Early in 1977, farmers borrowed money 
using their 1977 crop as collateral. 
Farmers received low prices for their 
products in 1977. 
The 1976 drought caused farmers a poor 
year. Money was needed for opeFating 
exp~nses in 1977. 
-Production costs increased. 
·Low grain prices offset the good crop 
in 1977. 
The good crop in 1977 was stored and used 
as collateral for loans from the banks 
and the Commodity Credit Corporation. 
Feed had to ·be bought in early 1977. 
Dairymen did not sell their herds off. 
Maintaining their herds increased their 
loan demand. 
In 1974 and through 1976, we had poor 
crops. Young farmers with little capital 
were forced to borrow. 
DO YOU FORESEE ANY ECONOHIC OR NONECONOHIC CHANGES IN 1978 THAT 
WILL AFFECT THE FARMERS EASE OR DIFFICULTY IN OBTAINING AGRICULTURAL 
NONREAL ESTATE C0t1MERCIAL CREDIT AND HOW WILL THOSE DIFFERENCES 
AFFECT THE AGRICULTURAL NONREAL ESTATE CREDIT MARKET? 
Some of the individuals interviewed stated factors they 
thought would affect the credit market but did not relate ow the 
factors would affect the farmers acquisition of Agricultural Non-
real Estate -Credit. A summary of each groups responses, factors 
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and effects (if given), follow: 
Grain Elevators 
Number of individuals 
that made the response 
3 
2 
2 
1 
A.s.c.s. 's 
3 
1 
1 
1 
County Agents 
1 
1 
Summarized Responses 
I expect lenders to tighten up on the 
extension of· credit. 
I hope for higher ·farm prices. My 
expectations would be only a guess. 
Th~ . low price of grain will make credit 
tighter. 
I do not expect banks to continue to 
provide speculation loans on stored grain. 
If the Farm Act works, market prices 
should rise. Grain storage is at the 
planned level and participation in the 
acreage set ·aside program is expected. 
The Fm.H.A. sounds promising in obtaining 
lower interest rates. Their reason for 
doing so would be the diminished income 
of the farmers. 
In the absence of higher prices, the 
younger farmers financial situation will 
become severely d~pressed. 
The farm strike may improve the situation. 
I expect as many as 33 percent of this 
counties farmers will have to refinance 
their nonreal estate debt to real estate 
debt. 
Many businesses are shortening t he repayment 
time on the credit they extend. That 
should have an effect on the credit demand 
of the other lenders. 
Number of individuals 
that made the response 
1 
1 
The F.H.A. is becoming more willing to 
extend credit. This will be of help to 
the better young farm managers. 
I am not certain, but the farm strike 
may affect the market. 
HOW ADEQUATELY ARE THE AGRICULTURAL NONREAL. ESTATE CREDIT NEEDS 
OF THE FARMERS IN YOUR COMMUNITY BEING MET? 
The representatives were· instructed that all commercial 
lenders providing agricultural nonreal estate credit service to 
their community should be considered, not just the lenders with 
local offices. The frequency of each groups' responses and their 
average response is represented in Table 3-3. 
lmAT IMPROVEMENTS WOULD YOU LIKE TO SEE IN THE FARM NONREAL ESTATE . 
CREDIT MARKET IN THE GEOGRAPHICAL AREA YOU SERVE? 
The interviewer requested suggestions that would improve 
lending procedures and practices and also factors that would 
better lender-farmer and lender-lender relationships. A summary 
of the responses by the grain elevator, county extension and 
A.s.c.s. representatives follow: 
Grain Elevators 
Number of individuals 
that made the response 
2 
Summarized Response 
The lenders should become more realistic 
when providing loans for livesto ck pro- . 
~uction. They do not provide sufficient 
funding for the purchase of feed. As a 
result, the farmers put pressure on the 
elevators to finance their feeding p r o-
grams. 
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Table 3-3 
Opinions on the Adequacy of Agricultural Nonreal Estate Credit 
in Respective Business Communities 
Number Giving Response and Percent Total Response I Average Response 
(Good=2.0, Fair=3.0) 
Group Surveyed 
Grain Elevators 
A.S.C.S.'s* 
County Agents 
Source: Questionnaire 
Very Good 
2 I 14% 
1 I 25% 
1 I 20% 
Good 
s I 57% 
3 I 75% 
3 I 60% 
Fair 
3 I 21% 
o I 0% 
o I 0% 
Poor 
1 I . 7% 
o I 0% 
1 I 20% 
*One A.S.C.S. representative did not respond to the question. 
Very Poor 
o I 0% 2.21 
o I 0% 1.75 
o I 0% 2.20 
1.0 
w 
Number of individuals 
that made the response 
2 
1 
1 
1 
1 
1 
A.S.C.S.'s 
1 
. -· 
The farm borrower and the commercial 
lenders should not rely as heavily on 
credit provided by business. 
The .. farmer and his financial source must 
become more ·accurate when determining 
·budgets. 
Farmers must be more educated on finance. 
They must learn how to compare the 
benefits of an enterprise to its costs. 
D~v~loping that skill would create a 
_ better relationship with the lenders. 
·Lenders are allowing farmers to borrow 
more than their cash flows can support. 
The problem may stem from the lenders 
inability to obtain accurate information 
about the farmers repayment capability 
and his total indebtedness. Good credit 
counseling can result only if the lender 
is well informed. 
Present government programs are not helping 
the farmers. Better programs must be 
developed. 
The bankers should lower their interest 
rates. Our companys interest rates are 
lower than theirs. Credit on purchases 
is free for 60 days and 1% is charged 
for an additional 30 days. 
Either the banks should lessen their 
interest rates or the barriers to the 
Fm.H.A.'s preferred rates should be done 
away with. The established farmer ough t 
to have the opportunity to borrow at a 
lower interest rate • 
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County Agents 
Number of individual 
that made the response 
1 
1 
1 
1 
Long range farm planning needs developi.ng. 
The farmers should be able to show their 
lender a realistic farm plan. The 
lender should take the time to analyze 
the plan and determine if it shows 
adequate loan repayment potential. 
This process would guard against furthering 
the farmers indebtedness needlessly. 
L.ending institutions need to get loan 
~ officers that are more familiar with 
farming and farm management. 
Banks should become more willing to 
extend the repayment period of their 
loans. 
Hany farmers are going out of their 
communities for credit. An Fm.H.A. and 
P.C.A. office located in the county 
would be an improvement. 
All fourteen grain elevators in the survey extended credit 
for purchases from them. In addition, one elevator manager-o~v.ner 
and one credit manager loaned personal funds to their elevators 
customers. None of these credit sources loaned money for anything 
other than purchases from their company. 
The A.S.C.S. made loans through the Commodity Credit 
Corporation (C.C.C.) secured by grain and grain storage facilities. 
No form of s ales credit was extended. 
The county Agents office had no loan program and the County · 
Agents surveyed made no personal loans to farmers. 
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IN THE PAST YEAR, APPROXI}~TELY HOW MUCH DID THE DOLLAR VOLUME 
OF CREDIT EXTENDED BY YOUR COMPANY CHANGE? 
The elevators and A.S.C.S.'s that experienced change indica~ed 
the direction of the change ·and approximated its magnitude .bY 
marking one of five given categories: · __ 1-25, __ 26-50, __ 51-75, 
_76-100 and over 100 percent. · 
Thirteen elevators re~ponded. Of those, five stated there 
had been no change in their . dollar volume of credit extension 
in the past year. Five said credit extended by them increased 
1 to 25 percent. Three elevators indicated a credit extension 
decrease. The magnitudes of the dollar volume decreases were 
1 to 25, 26 to 50 and 51 to 75 percent. 
Each of the elevator operators that had decreased provided . 
explanations for them. Summaries of their responses follow: 
Farmers are in a financial squeeze and are trying to cut 
corners~ The discount this company offers for payment at 
purchase or upon delivery provides the farmer a good opportunity 
to save money. 
Credit demand was high in 1976 and the first half of 1977. 
In the latter half of 1977 the farmers harvested a good 
crop and the credit demand fell. 
I am getting tougher. I do not let my customers put as 
much on the books as I used to. Many of the elevators are 
going strictly cash and I may do the same within the next 
year. If the bank will not give a farmer money, why should 
I want him as a customer. 
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Three A.S.C.S.'s responded to the question. They did not 
provide dollar volume loan changes; however, all three indicated 
the number of loans extended by them through the C.C.C. had in-
creased. The number of loans for construction of grain storage 
facilities increased 70, 500 and 800 percent respectively. Their 
grain secured loans increased in ·number 75,. 1600 and 2100· percent. 
The explanations giveri by the A.S.C.S.'s for the increased 
number of loans are summarized below.: 
Grain prices at the time of the 1977 harvest were low. 
Farmers wanted to store their grain and needed facilities 
to store the grain in. Many of those farmers took advantage 
of the C.C.C. loan programs. 
It takes only 10 to 15 minutes to complete a C.C.C. loan. 
That is speedy and convenient for the farm borrower. 
Our loans used to mature 11 months from the transaction 
date. That kept the farmers grain storage facilities full 
into the next harvest. In November of 1977 the loans 
maturity periods were shortened to 9 months from the day 
they were made. That makes it possible to empty the grain 
facilities prior to the following seasons harvest. 
Our loaned terms are very good. Fifteen percent down is 
required. We charge 7 percent interest and allow eight 
years to repay the loan. 
Grain storage loans allowed the farmer to get the money he 
needed at the time he needed it. 
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CHAPTER IV 
SUMMARY, . CONCLUSIONS AND RECOMMENDATIONS 
The South Dakota credit market is influenced both by its 
geographic separation from major financial centers and by its 
heavy reliance on agriculture. South Dakota bankers relied 
heavily upon demand and time deposits for loanable funds 'during 
the period studied. Alternative methods of expanding loanable 
funds were not effectiy~ly sought during periods of high loan 
demands. 
Farm enterprises in South Dakota are greatly affected by 
the climate and credit environment of the state and community. 
The drought of 1976 demonstrated the harsh effects of the 
weather. This study observed the credit community's reaction 
to the disastrously dry year. Conclusions and recommendations 
drawn from this study are presented by subject area in the remainder 
of this text. 
Increased Demand for Loans 
The market shares of the institutional lenders changed con-
siderably between 1976 and 1977 (See Table 1-2). The P.C.A.'s 
and the commercial banks' share of the agricultural nonreal estate 
debt decreased while the Fm.H.A.'s role in the market increased 
substantial ly. In evaluating this change, it should be taken 
into consideration that Fm.H.A.'s issued substantial amo unt of 
emergency loans following the 1976 drought. Nevertheless, there 
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were increases in the Fm.H.A. •· s loan volume attributable to the 
fact that a larger number of farmers were rejected by commercial 
" 
l~nders and sought assistance from the Fm.H.A. Despite the 
greater activity by the Fm.H.A.'s, the P.C.A.'s and commercial 
banks' dollar volume of loans increased markedly during the year. 
Further study should be undertaken in the future to determine 
whether the increased loan· activity was due to a short-term reaction 
to adverse conditions · or if 1onger-term fac·tors were involved. 
The 1976 drought was one factor that caused the increase in 
the demand for agricultural nonreal estate credit during the 
period studied. Many of the funds used by farmers to buy inputs 
for the 1976 crop were not productive because of the drought • . 
Many of the credit problems and restructuring of the debt in 
1976 and 1977 would seem to have directly or indirectly resulted 
from the poor production year of 1976. 
Farmers were unable to maintain pre-drought livestock 
inventories because of the decrease in their 1976 feed crop yields. 
Livestock inventories were substantially reduced in 1976 and early 
1977. Cattle herds appeared to be the most affected livestock 
enterprise; however, decreases in the number of dairy cattle and 
hogs were also reported by people interviewed in this 
survey. 
The sell-off of livestock inventories temporarily c ushione4 
the drought's impact on the farmer's cash flow problems and their 
credit demand. However, most herds would be rebuilt in future 
periods, and the effect was a temporary one. Lenders indicated 
that some rebuilding of herds had started in 1977. They partially 
attributed the rebuilding to good crop yields and favorable market 
prices for livestock. Low grain prices and therefore low cost 
feed was also mentioned as an influencing factor. During the 
period following the interviews, livestock prices increased, 
encouraging the reestablishm~nt of herds and the strength of 
the livestock sector relative to other agricultural enterprises. 
In addition to encouraging livestock feeding, the low grain 
prices in 1977, relative to preceding years, resulted in increase 
on-farm grain storage. While mnst of the storage was financed 
by C.C.C. loans, the commercial lender's credit position was 
also affected. Four bankers stated that grain storage had af-
fected the amount of debt they had refinanced or carried over. 
Some bankers- thought grain storage by farmers decreased their 
bank deposits and therefore lessened the lending capability of 
banks. The effects of grain storage by farmers on the present 
and future agricultural nonreal estate credit market should be 
further studied. 
Uncertainty in agriculture and a tightening of credit motivated 
commercial banks and the P.C.A.'s to increase their loan rejecti ons 
and refer loan customers to the Fm.H.A. A few bankers s tated 
that some farm loan customers had requested rejection of their 
100 
loan applications in order to qualify for Fm.H.A. loan programs. 
Many of these requests had been obliged by the bankers. By doing 
so, the availability of funds to the bank's service area was 
expanded. Alternative mean·s of channeling funds into areas 
experiencing unusually high credit demand should be investigated. 
Three bankers and a P.C.A. ·noted that· some farmers had re-
financed their agricultural nonreal estate debt to longer-term 
real estate debt. Re~inaricing allowed farmers to stretch the 
repayment period of the debt incurred during the drought year of 
1976 over a longer period of time. The interest rates for nonreal 
and real estate debt were not significantly different within 
lender classifications; however, a decrease in the interest rate 
was attainable if the borrower was able to obtain an Fm.H.A. 
real estate loan. 
Credit Rationing 
When credit demand increased, credit rationing rather than 
interest rate changes tended to be more prevalent for the lenders 
interviewed. The lenders scrutinized the loan applications more 
carefully by studying the farmer's cash flows and financial con~ 
clition more thoroughly. In addition, some lenders requested that 
the borrower develop a longer-range farm plan than had previously 
been asked for. The tightening of credit was also accomplished 
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in some cases by demanding more collateral for a loan. By increas ing 
the collateral demanded, the lenders were demanding the borrower 
have more equity in the enterprise. 
Because of the rural communities' economic reliance on 
agriculture, there exist pressures on the banks to provide agricul-
tural loans at an acceptable interest rate. The pressures come 
from farmers, businessmen within the community and other bank 
customers interested in the farmer's ·well being. The acceptable 
interest rate is the maximum rate or ceiling price which the bank 
may charge without offending the community. Should they become 
offended, the bank may. lose business to the competition and have 
its loan capability eroded by a loss of deposits. 
The National Money Market 
The agricultural nonreal estate lending institutions are 
influenced by the national money market. The P.C.A. obtains 
large amounts of funds by participating in commercial markets. 
Commercial banks in rural areas obtain most of their funds from 
their depositors and other local lenders. 
The degree of influence varies widely and tends to decrease 
in areas geographically removed from the major money markets. 
The market does provide sources where banks may buy securities. 
It also gives them an indication of the national availability of 
money. When national interest rates go up some banks may be 
tempted to change their portfolios to more securities and fewer 
loans and t o change the direction of their activities in the 
federal funds market. High national interest rates also reduce 
the rural bank's willingness to borrow money in the national 
markets. 
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The P.C.A. obtains funds for their loan program largely 
through the sale of bonds in the national money market. ·The cost 
of money to their farm borrowers depends greatly upon the inter~st 
cost of money to the F.I.c. ·B. The survey results indicate. that 
the availability of funds for lending in South Dakota did not 
seem to be a problem in 1976 and 1977 for the P.C.A. The cost 
of loanable funds varies with the national money market's interest 
rates. In 1976, the cost ·of operating one association for the 
year had been covered; in October that association loaned money 
to its farm borrowers at an interest rate near the rate charged 
the P.C.A. by the F.I.C.B. 
The national market's interest rates declined throughout 
most of 1976 and was favorable to the P.C.A.'s acquisition of 
funds ·at a relatively low cost. (57) However, the interest rates 
increased throughout 1977 and were increasing sharply in early 
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1978. Further study should be accomplished in the future to determine 
how the higher interest rates affected the P.C.A.'s loan position 
in terms of competition with the commercial banks. 
Comparison of Results 
Presented in this section is a comparison of the responses 
given by the government agencies, grain elevators and lending 
institutions to three similar questions. Conclusions and recom-
mendations relative to these responses have been integra ted into 
the discussion. 
All individuals intervie'\ved were asked, DO YOU FORESEE ANY 
ECONOMIC OR NONECONOMIC CHANGES IN 1978 THAT WILL AFFECT ·THE 
\ FARMER'S EASE OR DIFFICULTY IN OBTAINING AGRICULTURAL NONREAL 
ESTATE COMMERCIAL CREDIT AND H01..J {;JILL THOSE DIFFERENCES AFFECT 
THE AGRICULTURAL NONREAL 'ESTATE CREDIT MARKET? 
Only three lenders and none of the government agencies or 
grain elevators mentioned interest rates in the national money 
market as a factor aff.ectirig· demand for farm credit. Research 
should be undertaken to identify the present effects of the 
national money market on rural credit in South Dakota. The 
alternatives available through the national market would allow 
more effective use of the potential of the local and national 
credit sources. The participants in lending agricultural credit 
and agencies providing farm assistance programs in the state 
should be made aware of the resulting information. Credit 
meetings and -educational seminars would provide means of dis-
tributing this information. 
The cost of factor inputs purchased by farmers was also 
considered to be a factor influencing credit demand in 1978. 
Two lenders thought the costs would continue to increase and 
would be a major cause for increased borrowing in every aspect 
of farm production. 
In addition to the rising costs of inputs, low and fluctuating 
farm commodity prices concerned some individuals interviewed. 
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A banker stated that increasing production costs and low grain 
prices have resulted in and will continue to be a major problem 
affecting the loan repayment potential of farmers. Two elevator 
operators stated the low pr~ce of grain will make credit more 
difficult to obtain and an A.S.C.S. representative was concerned 
that continued low prices 't-TOuld further depress the young farmer's 
financial situation. 
Two bankers saw tp~ instability of the livestock market as 
a threat to farmers' loan repayment potential. One was concerned 
with farmers purchasing livestock at relatively high prices and 
depending upon the price of the livestock to remain high until 
market time. The other lender's concern was that hog prices 
were too high for the market to remain stable and feared they 
might drop drastically. He stated his fears were based on a 
previous experience. The hog prices were high; the consumers quit 
buying; and the price fell out. 
It is felt that the use of the futures market could assist 
105 
in limiting the market uncertainties described above. Futur.e 
markets exist for both livestock and grain; they provide a buying 
and selling medium that helps reduce wide price variations throughout 
production cycles. 
"A 1968 st"udy at South Dakota State University found that 
while hedging may not be vital to gaining credit, it did have an 
effect on the size of the loans granted." Further study needs to 
be carried out to evaluate the changing role of the futures market 
and its specific application to the types of agricultural enter-
prises in the five-county area. 
In the interviews ther·e was considerable mention of "low 
grain prices"; however, there was no .mention of what base the prices 
were low relative to. None of the respondents mentioned -parity 
or market clearing equilibrium price. It may have been they were 
comparing present priees to prices received· in previous years 
or in a particular year. Further study should be carried out to 
determine how the various participants in farm production and 
marketing evaluate the impact of prices for agricultural products · 
in the establishment of their bargaining and production policies. 
Educational meetings and seminars should be developed to better 
acquaint the individuals with the workings of the market system 
and to show the effects various government policies have had on 
prices and production in the past. 
The county agents' comments about agricultural credit dealt 
almost exclusively with restructuring of the farm debt. The county 
agents expected the changes in the farm debt to be associated 
with three categories: refinancing of agricultural nonreal estate 
credit to real estate credit; lessening of credit extended by 
agribusinesses; and expansion of the Fm.H.A.'s role in the credi t 
market. There were indications in the comments by farm l enders' 
interviews that all three reactions had been fulfilled in 1977. 
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For example, the rural banks could make joint arrangements 
that would allow one bank that is "loaned up" to obtain additional 
resources from a neighboring bank with excess funds. This joint 
action would provide for a ·redistribution of area funds toward 
more productive use. 
The advisability of forming an agricultural credit corporation 
should be investigated. Through such an agency bankers could 
obtain loanable funds .bY discounting their loans with the Federal 
Intermediate Credit Bank or by selling money market instruments 
to the general public in the regional money market. 
Another method for bankers to expand funds is to establish 
loan participation agreements with the P.C.A. In addition to 
expanding funds, an arrangement of this type would allow the 
banks to retain part of the loan and keep the customer as a 
depositor. This program has had significant success in other states 
in the plains region, and the program's applicability to South 
Dakota should be investigated. 
One factor thought to be slowing the use of participation 
agreements with banks is the P.C.A.'s stock purchase rule. The 
P.C.A. requires the "farm borrower" to purchase stock in order 
to obtain a loan from them. It is felt the potential for use 
of the participation agreements would be enhanced if the banks 
were allowed to make the stock purchase instead of the borrmver. 
It is recommended that the P.C.A. consider relaxing the requirement 
for the benetit of the farm credit structure. 
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recognized, the farmer could develop alternative methods for 
improving that part of his operation. He could seek advi·ce from 
farm assistance groups or agencies in developing alternatives. 
His source(s) of credit could better counsel him on credit 
decisions. 
Because of staff and budge-t limitations~ commercial banks 
are not usually able to provide detailed assistance to the farmer 
in the area of farm record development. P~C.A.'s~ on the other 
hand~ do provide this service and for an annual fee provide a de-
tailed record system called "Agrifax." The Agrifax program, 
however, was not actively being used in the area studied at the 
time of the survey. It was a fairly new program and its use 
had not been fully developed by the P.C.A.'s interviewed. 
A greater effort should be made to inform the farmers of 
the benefits of farm record keeping. The educational materials 
that would help farmers develop records must be made more accessible 
to them. Attainment of this objective could be simplified by 
distributing the materials through all agricultural businesses, 
A.S.C.S. offices, county agents' offices and land grant 
universities. 
Four elevators wanted the farmers and the commercial lenders 
to rely up on them and other businessmen less heavily for credit. 
This appears to be a request for the restructuring of debt away 
from purchase type credit. That view was supported by one elevator 
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operator who had decreased credit to farmers between 1976 and 
1977. This operator indicated that .many other elevator operators 
had completely eliminated credit for purchases and that he may 
do the same in the next yea~. Further study should be carried 
out to determine how much of the reluctance to extend credit to 
farmers was due to unstable economic conditions at the time of 
the study and how much was due to other considerations of more 
permanence. 
There was interest in increased cooperation between · banks. 
One lender suggested the development of an organization to explore 
the possibility of pooling loans between small banks. He suggested 
by doing so the banks would be keeping the farm loan business 
closer to home. 
Similar Studies 
The South Dakota Bankers Association (S.D.B.A.) compiled 
South Dakota farm credit information obtained from the Minneapolis 
Federal Reserve Bank's quarterly surveys of agricultural credit 
conditions. 
In January of 1976, 32 percent of the bankers thought farm 
earnings were less than one year earlier. Iri January 6£ 1977, 
that figure had increased to 88 percent. The 1977 figure is 
supported by the findings of the Northwestern National Bank of 
Minneapolis survey where 90.2 percent of their South Dak ota 
correspondent banks stated that farm income was lower. It is 
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felt that this sharp drop in bankers' confidence was associated 
with the severe drought in 1976. 
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Slowed repaY-ment of debt was mentioned by 32 percent of the 
bankers in January 1976 and 81 percent in January 1977. Furthermore, 
the number of banks reporting increased demand for debt refinancing 
nearly doubled between 1976 and 1977, increasing from 32· percent 
to 62 percent. 
The number of bankers ' expecting increased difficulty in the 
farmer's ability to repay loans increased from 33 percent to 85 
percent between January 1976 and 1977. The U.S.D.A.'s survey of 
March 1977 reported that 39 percent. of the farmers in South Dakota 
were having financial difficulty; 32 percent would have to refinance 
their debt or sell some of their assets and 6 percent would not 
be refinanced in 1977. There was considerable mention of refinancing 
of debt in the five counties surveyed; however, there was no 
mention of farmers selling assets. There were a number of farmers 
that obtained Fm.H.A. credit because they were rejected by their 
commercial lenders, but a considerable portion of the rejections 
resulted from the farmers' requests to be rejected. 
In the Federal Reserve Bank survey, 62 percent of the bankers 
stated that short-term credit demand in January of 1976 and 1977 
was about usual. Of the remaining banks, 23 percent thought that 
demand had been greater than usual in both years. 
The demand for intermediate term loans in 1977 was fairly 
even with 38 percent stating less than usual; 31 percent ·stated 
the demand to have been about usual; and 31 percent reported the 
demand was greater than usual. This was a considerable change 
from 1976 when 71 percent of the bankers reported intermediate 
loan demand was about usual and 18 percent- thought demand was 
greater than usual. 
Of the 25 lenders in ·ihe five-county area surveyed, 87 percent 
of those responding reported an increase in agricultural .nonreal 
estate credit demand; 4 percent reported no change in demand, and 
9 percent said their ~emand had decreased. 
The short-term ·interest rates changed little according to 
more than 80 percent of the bankers surveyed by the Federal 
Reserve Bank in 1976 and 1977. Similarly, interest rates were 
found to be generally stable in the five-county study area. 
"An Analysis of Financial Condition of South Dakota Farmers 
with Respect to Obtaining Credit" by Daniel L. Arbach was pub-
lished by the University of South Dakota in June of 1978. (58) . 
The study investigated factors considered by lenders before 
extending credit to farm borrowers. Federal Land Bank Associations 
were interviewed to obtain data for long-term credit analysis and 
a commercial bank survey was accomplished to analyze the farmer's 
ability to quali f y for nonreal estate collateral debt. A summary 
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of the results from the commercial bank nonreal estate loan 
survey follows: 
"1. Commercial bankers consider eighty-two percent of the 
farmers to be in good or satisfactory financial condition. 
2. Sixty-eight percent of the respondents considered poor 
farm management as the leading cause for financial 
difficulties. 
3. Eighty-one percent of the farmers will qualify for 
short-term credit again in 1978 and an additional sixteen 
percent will after refinancing. 
4. Two-thirds of the respondents felt that over eighty 
percent of the farmers who needed to refinance would be 
able to do so." (59) 
While the nature of Mr. Arbach's questions present his findings 
in a form not easily comparable to the findings of his study, 
it presents some interesting dimensions. Mr. Arbach identified 
poor management as the leading cause of financial difficulties 
for South Dakota's farmers and poor weather as the second most 
important cause. In this study, it was pointed out that some 
lenders encouraged better record keeping to assist in farm 
management and loan acquisition. Poor weather was also identified 
as a major factor influencing the stressed credit market of 1976 
and 1977. The need of some farmers to ref i nance t h eir s hort term 
collateral debt to long term collateral debt was pointed out in both 
studies and ~ supports the U.S.D.A. Survey of mid-March 1977 
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indicating that 32 percent of the farmers would have to refinance 
their debt. 
Agricultural Nonreal Estate Credit 1978 through April 1980 
The interest rate that bankers charge their best customers, 
the prime interest rate, increased to twenty percent in April of 
1980. The prime interest rate was less than nine percent in 
December 1977 when the survey for this study was accomplished. 
Sharp increases have also ·taken place in the direct placement 
market and have been associated with both sharply higher interest 
rates and shortages of funds for farm lending, a decline in the 
profitability of a farm operation for 1980. The U.S.D.A. in the 
spring of 1980 predicted a national decline in agricultural income 
of approximately twenty percent primarily because of higher 
interest rates, higher energy costs and decreasing farm commodity 
prices. 
The farmer lacking collateral, such as the beginning farmer 
that recently purchased land, is more impacted by the present finan-
cial climate then the farmer having a lower debt to equity ratio. 
In this study it was reported that five bankers in 1977 stated that 
the increased cost of land had pushed the production costs higher 
and consequently increased agricultural nonreal estate credit 
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needs for those farmers who had purchased land at the 1977 increased . 
price. Farm land prices have continued to increase since 1977 at 
a rate that interviewed bankers think is unjustified based upon 
the productive capacity and current farm commodity market values. 
In a discussion on April 4, 1980, a bank president that was 
interviewed for this survey .and classified as operating a "smaller 
bank" was asked to comment on the recent financial conditions as 
they related to agricultural nonreal estate collateral debt. 
He commented "I have never seen money this tight. There is really 
no money available lo~ally. I have been making greater use of the 
national money market for loanable funds. The price is high, a 
couple of days ago I had to pay 20.225 percent and my charge to 
the customer reflected that rate." 
The representative of a bank classified in this study as a 
"larger bank" was also revisited on April 4, 1980. He pointed 
out that farmers doing business with his bank would be provided 
operating loans equal in amount to last year or less. He mentioned 
that capital expansion had decreased considerably but noted that 
the farmers are making the choice to cut back. Money at the high 
interest rate is available to those customers that qualify. Loan 
requests are being denied to the marginal borrower. The marginal 
borrower was defined as a person having exhausted his equity. 
Since the time of the study laws and regulations both by 
national agencies and units of state government have also been 
modified. In South Dakota for example, in House Bill 1 115, the 
1979 South Dakota Legislature raised the highest lawful rate of 
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operating loans equal in amount to last year or less. He mentioned 
that capital expansion had decreased considerably but noted that 
the farmers are making the choice to cut back. Money at the high 
interest rate is available to those customers that qualify. Loan 
requests are being denied to the marginal borrower. The marginal 
borrower was defined as a person having exhausted his equity. 
Since the time of the study laws and regulations both by 
national agencies and units of state government have also been 
modified. In South Dakota for example, in House Bill 1115 , the 
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interest that can be charged on a loan in the state from ten to 
twelve percent. (60) The enactment of House Bill 1224 lowered 
the reserve requirement of state chartered banks from seventeen 
and one-half percent to ten percent of total deposits. (61) 
The repeal of the personal property tax by . the 1978 South 
Dakota Legislature removed a considerable -cost factor in· livestock 
production and grain storage. The -Department of Revenue estimated 
that livestock, agric~ltura1 tools and farm machinery accounted 
for 47.2 percent of the 43.6 million dollars of personal property 
taxes payable in 1977. (62) Th'e agricultural personal property 
taxes had been approximately half of all personal property taxes 
paid in the state in the last five years. 
In view of the rapidly changing conditions facing agriculture 
and the credit market for farmers, follow-up studies are needed to 
measure the fluctuating needs for farm credit. 
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APPENDIX I 
LENDERS 
1. Please check the types of loans you would like to see expanded 
by your bank. Rank the same categories in order of importance 
(proportion of your ~otal loan portfolio), one through six. 
Check areas to 
be expanded 
Ranks in order of importance in terms 
of your present position 
industrial and commercial 
installment and other personal 
loans . (including automobile) 
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agricultural nonreal estate loans 
agricultural real estate loans 
nonfarm real estate 
other 
2. If credit had to be restricted, would your policy be to restrict 
nonreal estate agricultural credit more or less than the 
following sectors? 
(more-equal-less) industrial and commercial 
(more-equal-less) installment and other personal loans 
(including auto) 
(more-equal-less) agricultural real estate loans 
(more-equal-less) non-farm real estate 
(more-equal-less) other 
3. Agricultural nonreal estate loans account for what percentage 
of your total loan portfolio? 
% ---
What is the maximum percentage of your total loan portfolio 
you would allow for the agricultural nonreal estate sector at 
this time? 
% ---
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4. What percentage of value of total nonreal estate agricultural 
loans were in each of the following categories in 1966? in 1977? 
1976 ' 1977 
% % operating expenses (fuel, feed, rent, etc.) 
% % livestock 
% % machinery 
% % irrigation 
% %. other 
5. Indicate the direction and magnitude of change in each of 
the following categories as it represents your trade area 
between 1972 and 1977. (trade area - agricultural nonreal 
estate sector) 
(plus-minus) % --- irrigation acres 
(plus-minus) % --- cash grain farming acres 
(plus-minus) % 
--~ 
livestock production 
6. How have these changes influenced your demand (dollar volume) 
for nonreal estate farm credit between 1972 and 1977? 
total change % ---
irrigation % ---
cash grain farming % ---
livestock production % ---
7. How have the changes in your loan demand for each area 
influenced your nonreal estate farm credit policy? 
irrigation 
cash grain farming 
livestock production 
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8. Indicate the approximate change in demand for nonreal estate 
credit between 1976 and 1977. (demand-dollar volume) 
(plus-minus) % 
9. Indicate the approximate change in the number of nonreal 
estate agricultural loan appl~cations between 1976 and 1977. 
(plus-minus) % 
10. Indi·cate the percentages of agricultural nonreal estate loan 
acceptances and rejections for ·1976 and 1977. 
Acceptances Rejections 
1976 %· % --- ---
1977 % --- % __ __; 
11. Indicate your loan preference by ranking the following areas 
of nonreal estate agricultural credit. 
machinery 
livestock 
feed 
seed 
fertilizer 
farm payments 
rent 
other 
other 
other 
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12. Indicate the approximate change in loan demand for each of 
the following purposes between 1976 and 1977. 
(demand-dollar volume) 
machinery (plus-minus) % 
livestock (plus-minus) % 
feed (plus-minus) % 
seed (plus-minus) % 
fertilizer (plus-minus) % 
farm payments (plus-minus) % 
rent (plus-minus) % 
other (plus-minus) % 
13. In each of the above categories, indicate what fa~tors you 
attribute each change to. 
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14. Has the average length of loan for any of the following 
categories changed enough between 1976 and 1977 to affect 
your policy? 
REPAYMENT TIME 
AREA 1976 1977 
machinery (mo. yr.) (mo. yr.) 
effect on policy 
livestock (mo. yr.) (mo. yr.) 
effect on policy -
operating expenses (mo. yr.) (mo. yr.) 
effect on policy 
15. Were there factors in 1977 that caused a change from 1976 
in the amount of debt that must be refinanced or carried over? 
Yes No --- ---
What were they? 
What effects does this change have on present nonreal estate 
credit policies? 
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16. Wha·t percentages of your nonreal estate agricultural loans 
(in dollar volume) were overlined in 1975? in 1976? in 1977? 
1975 % ---
1976 % ---
1977 % ---
17. What are your reasons for using overlines for nonreal estate 
agricultural loans?. 
18. ~Vhen considering extending credit to someone, what are the -
more important factors you take into consideration? 
A. Check 
B. Rank 
( ) ability to repay 
( ) use of loan 
( ) length of customer relationship 
( ) location of customer 
( ) character of customer 
( ) history of customer 
( ) other ----------------------------
( ) other 
( ) other 
Does the order of the above factors change when economic 
conditions change? 
Yes No --- ---
If yes, indicate change. 
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v1hat factors do you consider when you determine "the ability 
to rapay?" 
19. Do you feel you have experienced less difficulty than other 
institutional lenders (commercial banks, Production Credit 
Associations, Farmers Home Administration) in providing funds 
for agricultural nonreal estate loans? 
Yes No 
If yes, whey do you feel this way? 
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20. What effects have land prices had on agricultural nonreal estate 
loans? 
21. Are there any current factors which act as seriour impediments 
to your. lending capacity? 
Yes No --- ---
What are the factors? 
In what ways will these problems influence your lending policy? 
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22. Within the next year, do you foresee any economic (or noneconomic) 
changes that are likely to influence the farm nonreal estate 
credit market? 
How will they affect the farm nonreal estate credit market? 
23. How adequately are the nonreal estate needs of farmers in your 
community met? 
____ very poor ___ poor fair ___ good 
_____ very good 
24. In the area you serve, what improvements would you like 
to see in the f.arm nonreal estate credit market? 
25. What were the average interest rates for the following sectors 
in December 1976 and in December 1977? 
1976 1977 
% % industrial and commercial 
% % installment and other persona'r loans 
(including automobile) 
% % agricultural nonreal estate loans 
% % agricultural real estate loans 
% % non-farm real estate loans 
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NON-LENDERS 
1. In your opinion, what was the approximate percentage change 
in the demand for credit in 1977 as compared to 1976? (non-
real estate agricul.tural credit) 
--- No change 
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1-25% 26-50% ___ 51-75% 76-100% If over 100% % 
To what do you attribute the change. 
2. Within the next year, do you foresee any economic (or non-
economic) changes that will affect the farmer's ease or 
difficulty in obtaining agricultural credit? How will the 
changes affect agricultural credit? (nonreal estate 
agricultural credit) 
3. How adequately are the nonreal estate credit needs of farmers 
being met in your community? 
------ very poor ___ poor . fair 
good ~-- very good 
4. In the geographical area you serve~ what improvements would 
you like to see in the farm nonreal estate credit market? 
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5. Do you or your company extend credit directly to farmers? 
you Yes --- No ---
company ___ Yes ___ No 
IF NO, SKIP ALL OF THE FOLLOWING QUESTIONS. 
6. Do (you) (your company) lend for anything other than 
purchases from your? 
Yes ---
___ No 
What type of. credit do you extend? (for what items) 
7. If the past year, has there been a change in the dollar 
volume of debt that you are lending? 
___ Yes ___ No 
___ Increase ___ Decrease 
The approximate magnitude of change was: 
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0-25% 26-50% 51-75% __ 76-100% over 100% % 
